








THE MAGAZINE OF 


WALL STREET 
and BUSINESS ANALYST 


Member of Audit Bureau of Circulations 


Volume 72, No. 8 July 24, 1943 


The Ticker Publishing Company is affiliated by common ownership with the 
Investment Management Service and with no other organization. It publishes 
The Magazine of Wall Street and Business Analyst, issued bi-weekly; The 
Pocket Statistician, Adjustable Stock Ratings, issued monthly; and The 
Investment and Business Forecast, issued weekly. Neither the Ticker Publish- 
ing Company nor any affliated service or publication has anything for sale 
but information and advice. No securities or funds are handled under any 
circumstances for any client or subscriber. 


CONTENTS 








The Trend of Events 387 


France Must Remain the Bastion of Democracy. 
By Charles Benedict and John Dana 389 


What’s Ahead for the Market? By A. T. Miller 390 


Higher Earnings in 1943. What About Higher 
Dividends? By Ward Gates 392 


Coming Revival of Private Financing. 
By George B. Collingwood 395 


Happening in Washington. By E. K. T. Ss 


How to Evaluate Common Stocks Today. 
By Frederick K. Dodge 401 


Liquidating the Nazi Conquests. By George Riviere 404 
Re-appraisals of Earnings and Dividend Forecasts 405 
Why No Run-away Food Prices. By Laurence Stern. 406 
Food Company Prospects. By Stanley Devlin 408 
Oils in War and Peace. By E. A. Krauss , . 414 
Varying Outlook for Liquors. By George W. Mathis.. 417 


Seven War Stocks With Good Peace Prospects. 
By The Magazine of Wall Street Staff 418 


Secondary Stocks vs. Leaders. By Richard Colston... 421 
For Profit and Income Ed Sw eeeee 
Answers to Inquiries 424 
The Business Analyst 425 


Cover Photo from Westinghouse 





Copyright, 1943, by the Ticker Publishing Co., Inc., 90 Broad St., New York, N. Y. 
C. G. Wyckoff, President and Treasurer, Laurence Stern, Vice-President and Managing 
Editor. Eugene J. Foley, Secretary. The information herein is obtained from reliable sources 
and while not guaranteed we believe it to be accurate. Single copies on newstands in U. S. 
50 cents, Canada, 55 cents. Place a standing order with your newsdealer and be will secure 
copies regularly. Entered as second-class matter January 30, 1915, at P. O. New York, Act of 
March 3, 1879. Published every other Saturday, 


SUBSCRIPTION PRICE—$10.00 @ year in advance in the United States and tts pos- 
sessions and Pan-America. Canadian and Foreign Postage, $1.00 additional per year. Please 
send International Money Order or United States Currency. 


TO CHANGE ADDRESS—Write us your name and old address in full, new address in 
full and get notice to us three weeks before you desire magazine sent to the new address. 


EUROPEAN REPRESENTATIVES—International News Co., Ltd., Breams Bldg., London, 
B. C. 4, England. 
Cable Address—Tickerpub. 


We’ve Removed 


Costly Noise 
From 17,216 Offices 


2... Yet This is Only Part of Our 
Background of Experience... 
Our Nation-wide Distributor 
Organization Can Bring Mod- 
ern Sound-Conditioning To Any 
Building of Any Type or Size... 
Satisfaction Guaranteed. 


CEL@TEX 
SOUND CONDITIONING 
in Canada: Dominion Sound Equipments, Ltd. 
THE CELOTEX CORPORATION «+ CHICAGO 























Attention 
Treasurers! 


Leading corporations run their 
current dividend notices with us! 
They know that ALL of our read- 
ers are stockholders of record, 
seeking investment for their sur- 
plus funds. 

What better audiences could 
you possibly find to place your 
dividend notices before. 

This is an inexpensive way to 
build permanent stockholders—to 
build confidence among security 
holders in your company and its 
current management. 

Why not schedule your next 
dividend announcement with us? 
The cost is but $1.00 per line! 

Circulation analysis on request. 


Address—Advertising Department 
90 Broad Street New York, N.Y. 
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What goes on 












under a Nazi pilot’s cap? 


UT YOURSELF IN HIS PLACE... 
E. his cockpit climbing swiftly 
away from an Axis airfield into a 
pitch-black night . . . bomb racks 
loaded .. . heading for Yank-held 
territory. 

How would your mind work 
(under a Nazi bonnet), if you 
knew Radar’s sleepless, X-ray 
“eyes” were waiting up to greet 
you . . . on warships, airfields, 
and lookout posts of the United 
Nations’ forces? 


What would you be thinking... 
knowing that Radar was robbing 
you of “surprise”, the attacker’s 
one tactical advantage . . . detect- 
ing you as much as 130 miles from 
your target? 4/ways watching you 
. ..in storm, clouds, and fog... 
five miles up or skimming the 
waves! .. . marking you for am- 
bush and destruction! 


When the flak whams accurately 
through the clouds to rip jagged 
wing holes; when you meet night 
fighters who need no flame from 
your exhausts for true aiming, 
wouldn’t you momentarily doubt 
the infallibility of the “master 
race”? 


Wouldn’t you nurse a scowling 
respect for American ingenuity? 
For Radar was developed in the 
United States . . . pretty much 
the product of Navy and Army 
research laboratories who weren’t 
as unprepared as you thought. 


And shouldn’t it occur to you 
that a fellow can’t win when he’s 
fighting against a nation with the 
inventiveness and resources to 
produce weapons like this? 


Westinghouse Electric & Manu- 
facturing Co., Pittsburgh, Pa. 


Westinghouse was making Radar 18 months before Pearl Har- 
bor. Since then, Westinghouse production of radio communi- 


cations equipment, including Radar, has increased 41 times! 


We stinghouse 


PLANTS IN 25 CITIES... OFFICES EVERYWHERE 










Famous dates in the history of Radar 


1922. Naval Laboratory, Anacostia, D.C. 
Dr. A. Hoyt Taylor and Leo C. Young, observing 
that radio signals were reflected by passing ships, 
saw in it a means of detecting enemy vessels in 
darkness and fog. This was the birth of Radar! 








1937. Bloomfield, N.J. Westinghouse devel- 
oped the key electronic tube for the U. S. Army’s 
first Radar equipment used to detect aircraft. 
Radar focuses invisible, ultra-high-frequency waves 
traveling at 186,000 miles per second. 


orem: 








1941, Pearl Harbor, T. H. Approaching Jap 
bombers were detected by a Westinghouse-made 
Radar whe 132 miles distant. Because a flight of 
American planes was expected, no warning was 
sounded. 5 


1943. On every front Radar has revolution- 
ized naval and air battle tactics... and multiplied 
a hundredfold the range of human vision. In days 
to come, Radar will guide air transports and ocean 
liners safely through fog and darkness. 
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The Trend of Events 


THE BATTLE FOR WORLD TRADE ... Recent decla- 
rations from British banking authorities that it will 
not be possible for Britain to permit Sterling bal- 
ances in London to be realized freely when peace 
comes, has been a sobering influence to those who 
spoke so glibly of advancing the pound to unheard 
of parities against the dollar. If the figure is cor- 
rectly estimated, that close to three billion dollars at 
present exchange value, are blocked in London, on 
behalf of those who have advanced goods to Britain, 
then it is clear that Britain has a deep interest in 
lowering the external value of Sterling for two 
reasons. One is that, having sacrificed over ten bil- 
lions abroad to finance the war, the United Kingdom 
will be short of “invisible” imports, and secondly 
that a debtor has good reasons to diminish the value 
of his obligation. 

If Britain seeks to compel her creditors to accept 
her exports, and thus slowly pay out blocked Ster- 
ling balances against a continuing stream of orders, 
then she must prepare right now for that long-term 
policy. Patently it is of no use for Britain to ex- 
port in exchange for money she already has. She 
must activate trade relationships that are bound to 
continue once the slow process of paying out blocked 
Sterling has been completed. For that reason she is 
re-equipping her industry for the export trade, and 
this alteration has been pursued despite the exigen- 
cies of war (in which she has not faltered). 

Nevertheless the shaping of industrial investment 


steadily keeps exports in mind. A lower value for 
Sterling, would, for Britain as an importer of a 
fifth of the world’s goods, be a marked deflationary 
move for world commodities. This is turn would re- 
act against the high-cost goods of this country. No 
wonder, then, that our Treasury, watching the bil- 
lions in liquid money lodged here that may be called 
on freely for withdrawal after the war, has very 
properly required a census and revelation of all for- 
eign holdings. We may have to mobilize our foreign 
assets and not be foolish enough to be the only free 
payer among important nations. We too may seek 
to use foreign assets held here as a weapon for the 
defence of our export work. 


STATE LABOR REFORM ... The constant hesitation 
of the Executive and Congress to cope with labor 
abuses led to the passage in anger and haste of the 
Smith-Connally law in a form that is as yet uncer- 
tain as to its effect. But while Congress has dawdled 
and then moved impulsively without adequate fram- 
ing of laws regulating labor, several states have en- 
acted regulations governing labor and severely re- 
stricting the activities, above all, of dictatorial labor 
union officials. These laws vary in type: that -of 
Colorado is most severe, of Kansas least so, and the 
recent Florida statute is a fair sample showing how 
local sentiment operates. It requires a secret poll of 
workers prior to the initiation of a strike and a 
secret poll also as to which union they wish to belong 
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to, if any. In that way it is thought to end strikes 
called at the whim of officials, some of whom do so 
as a holdup of employers. It also ends the futile 
jurisdictional strikes, which merely bring force into 
a situation where the will of the workers can be demo- 
cratically expressed. 

Although there have been widespread doubts of the 
validity of these statutes when they are finally tested 
before the United States Supreme Court, it is most 
likely that these regulatory provisions will stand. 
To declare that no trade union official shall have 
been convicted of a felony, and that the membership 
must have a detailed and frequent accounting of 
unions funds, is within any constitutional rights. 
That the trades unions are neither democratic nor 
responsible and that they harbor an unduly large 
collection of felons or outright plunderers, is clear. 
They are not privileged against inquiry into theft, 
pressures or excessive salaries. That their member- 
ship have a right to be protected against any ex- 
ternal pressure designed to make them strike, is a 
constitutional protection of the worker, and not the 
reverse. 

In no state (with the possible exception of Colo- 
rado) has the legislature abridged collective bar- 
gaining. This answers the abuse of professional 
labor critics. These statutes are aimed to effect col- 
lective bargaining in a clean, democratic style free 
of the abuses which have made them the terror of 
the country. The Florida requirement that paid 
union agents receive a permit is surely as legal as 
that lawyers and doctors be licensed. The best 
way to preserve labor unions is to get rid of their 
monstrous abuses. Even labor will come to see that 
the alternative may ultimately result in truly re- 
strictive legislation instead of the present trend, 
which by regulation, safeguards their essential func- 
tions. 


MORE GOODS FOR CIVILIANS .. . The amelioration 
of shipping has been shown in the most obvious man- 
ner in consumption goods such as coffee, tea and 
sugar, but its industrial implications are more im- 
portant. As a result of the new shipping available, 
such items as cola for the beverage trade and mo- 
lasses for alcohol manufacture, have appeared 
abundantly. The recent popularity of United Fruit 
stock, disregarding a cut in the dividend, shows that 
the banana, almost a forgotten food item, will soon 
be shipped in large quantities. Certainly the soap 
trade will find less need for “stretchers” with recent 
augmented arrivals of copra and palm-oil and the 
increased flow of linseed oil is a boon to the paint- 
making industry. We now see that a large part of 
the shortage of intermediate producer’s goods has 
been due not to war demands so much as to sub- 
marine sinkings. 

This is one of the many factors beginning to 
operate against a seller’s market since substitutions 
are rapidly becoming available where the price of 
the domestic product is too high. In pharmacals 












the new arrivals have definitely induced hoarders to 
disgorge. With the increased production of alcohol, 
for example, the squeeze in toilet waters and shav- 
ing lotions will end and the cosmetic industry oper- 
ate freely once more. What is not commonly rea)- 
ized is that the three years’ shipping difficulties have 
built up inventories in the raw material exporting 
countries and that these supplies, which were not 
counted in the visible supply because of the apparent 
certainty that they would never reach buyers, have 
now affected the market position and should do so 
increasingly. During the last eighteen months we 
have had a hoarder’s carnival. Whether this is 
broken by the need to sell or to lose the salability 
of the hoard (as with cattle), or whether it is broken 
by bringing foreign surpluses to the relief of do- 
mestic shortages, it is likely that the deflationary 
tendencies are manifesting themselves seriously and 
that, on the whole, the squeeze in our civilian living 
standard-—at no time really Spartan—will begin 
gradually to ease, well before the war is over. 





RECOVERY IN MEXICO... The recent improvement 
in Mexican credit is one of the most cheering signs 
of recovery in a world where currency and credit 
developments have been negatively affected by war. 
The Mexican peso, long a nominal and dubious cur- 
rency, has shown consistent strength. The recent re 
funding of the American loan, on the basis of a peso 
to the dollar, although a nominal five to one scale- 
down, has been so arranged that it is, in effect, a 
domestic loan. The buying of the issue is of in- 
vestment character, No such type of buying of 
Mexican securities has been seen since the Porfirio 
Diaz regime went down in 1910. 

The Mexican government has encouraged indus- 
try, has eased the way for factory and mining in- 
vestment. By allowing Mexican citizens and resi- 
dents to acquire gold coins in exchange for paper 
currency, the government has taken the first step 
towards deflation and towards a restoration of abso- 
lute confidence. Whether the prevailing prosperity 
of Mexico is largely based on war exports and tem- 
porary high prices for her products, and also to 
our continuing silver policy, the fact remains that the 
fiscal and industrial policy is honorable and con- 
servative and the foundations have been laid for a 
permanent industrial society. The development of 
American metallurgical treatments in Monterrey 
and of American miscellaneous manufacture in that 
district, especially soft drinks, is the first sign that 
Mexico is regarded as something other than a crude 
mining and petroleum producer. The immigration 
of European technicians has been as important to 
Mexican economy as Irish and German immigation 
in the ’Fifties was to American labor and farming. 

That Mexico should turn conservative in its budget 
policy may do much to shame the extravagant in the 
United States. We can scarcely allow ourselves to 
be outshone in financial responsibility by those whose 
standing was so poor yesterday. 
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, = Whast dle 
the WSeastion of Democracy 


BY CHARLES BENEDICT and JOHN DANA 


hos advance into Sicily is the opening blow of the 


democratic Allies in the strictly European War. It 
has been made possible by the use of French North 
Africa as a base and by the submission of the Allied 
armies to a unified command, this time entrusted to 
an American. The diplomatic situation of the tem- 
porary French regime installed in Algiers is also 
determined basically by the United States. The 
President, coincident with the invasion of Sicily, has 


| denied other than a temporary de facto status to 


the French National Committee, under the joint 
dominion of de Gaulle and Giraud. In this position, 
the President has pointed out that Metropolitan 
France, the France that contains 98% of French- 
men (not their colonial population) is today under 
the German heel: that we have no specific informa- 
tion as to which government that subjugated people, 
once liberated, will freely elect. as 

The President is fully justified in his position, 
since the last election in France showed that the 
Communists represented but a small minority— 
although they did make a lot of noise—and it is 
clear that de Gaulle is being backed by the Com- 
munists, while Giraud’s political status cannot be 
clearly defined until the,metropolitan French people 
have the opportunity of voting freely, and without 
pressure. 

The critics of the State Depart- 
ment and the President have been 
quick to point out that this gov- 
ernment extends recognition to a 
Poland which is wholly subjugated 
and to Czechoslovakia and Belgium 
and Holland and that there is a 
contradiction in this attitude. For- 
mally, perhaps, but the State De- 
partment is as much aware of the 
surface discrepancies as are the 
uniformed critics. There is a sub- 
stantial difference between the 
French situation and these others, 
so it becomes clear that reality, 
rather than technicalities, must 
guide our policies. 

The French underground move- 
ment, nominally accepting the 
leadership of de Gaulle, is, as noted 
above, very largely Communist and 
Communist-inspired. Of that there 
can be little doubt. Grenier, the 
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formal co-ordinator of French underground activ- 
ities is an avowed Communist: a former deputy. On 
the de Gaulle platform, at their first rally, were 
twenty-six Communist deputies and only two or 
three others. The newspaper, which Churchill sup- 
pressed, the “Marseillaise” in London is under Com- 
munist tutelage, if not outright direction. Grenier 
has stated that the underground in France is organ- 
ized in over 75 of the 89 departments of France and 
that this underground is in touch with the London 
de Gaullist committee. What wonder then, that the 
British government has aligned its policy with our 
State Department and made the work of this com- 
mittee difficult. 

The British government has a long memory. From 
September, 1939, to June, 1941, the French Com- 
munists decried the French war effort. They stated 
that the “Anglo-French warmongers” were the 
truly responsible persons. They served in the French 
army, grudgingly, and some even defaulted. They 
made a farce of the labor front. They did not at- 
tempt to rally the troops during the collapse—they 
did not attempt to rally the nation for resistance. 
During the heroic Teainane retreat they did not 
have a word of praise for the valiant British rear- 
guard. Only when France was crushed, and the 
German conqueror treat- (Please turn to page 438) 
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Algiers: Invasion Headquarters of the United Nations and Provisional 


Capital of France. 











What's Ahead For the Market ? 


The advance has become laborious but up to this writing the 
total demand for stocks has continued to exceed the supply avail- 
new investment purchases, while 
better profit-taking opportunity. 


able for sale. We would avoid 
on the look-out for somewhat 


me x es 


Summary of the Fortnight: The Dow rail and 
industrial averages, as well as the utility average, 
advanced to new recovery highs; but the market 
seemed to “tire” rather promptly after such suc- 
cessful efforts. On the recent top day, volume 
spurted to 1,679,000 shares but with only fractional 
gains in the averages, followed by recession in ac- 
tivity and prices. While the market “looked good” 
over most of the period, net result since our last 
previous analysis was written was rise of a bit over 
1 point in the industrial average, about 1144 point 
in the rails. 


WP eninee the main trouble with the stock market 
right now is that the favored groups are just too 
good and the laggards just too bad. I mean that 
after months of special popularity and broad price 
advance for such groups as air transport, farm 
equipment, motion pictures, tires, etc., the enthusi- 
asm of potential buyers is worn a bit thin; while, on 
the other hand, the argument that aircrafts, machine 
tools, shipbuilding, coppers, etc., are cheap because 
they are “behind the market” has a none too con- 
vincing ring to investor ears. 

True, the steels and coppers have recently been 
doing quite a bit better; and there has been at least 
a partial reversion from extreme investor skepticism 
as to their post-war prospects. But their rise so far 
has a kind of tentative, not-too-enthusiastic look, 
giving no great cheer to either bulls or bears. If 
these typical “late movers” would get going in a big 
way, however, it would probably arouse more mis- 
giving, than hope, for the market’s intermediate 
prospect. 

As it is, all that can be said is that the technical evi- 
dence remains to date on the bullish side, however 
slow net movement of the averages; and that the 
burden of proof to the contrary rests on the bears. 
The “minor zig-zags” continue to maintain the same 
old pattern or rising tops and bottoms. The early 
summer highs of 143.08 in the industrial average 
and 37.31 in the rails have been bettered by enough 
margin to make it more or less “official”; and from 
the recent high—145.82 in the industrial average 
of a closing basis and 146.41 on an hourly basis— 
it would take ‘a broader reaction than any experi- 
enced since the major recovery began in the spring 
of last year to “violate” the technically signficant 





MILLER 


June lows: 139.58 closing low, and 138.21 hourly 
low. Meanwhile, of course, these “markers” may be 
succeeded by a higher set, made on minor recession, 
as have many previous recession lows which tempo- 
rarily provided reference points against which to ap- 
praise market action for evidence of the long-de- 
ferred “intermediate” top. 

Looking solely at the technical factors, the rise 
from the June low has been sluggish. As compared 
with this year’s movement up through April, the 
market has tended to narrow in volume and volatility. 
The action is now more selective. Although many 
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industrial readjust- 
ment in the early post- 
war period will have 
to come in for more 
serious attention. 
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above above their individual highs made two to three 
months ago. Thus, for a goodly percentage of 
stocks, liquidating pressure for some weeks has 
equalled, or moderatel yexceeded, buying demand. 
This, even if continued, would not necessarily pre- 
clude further advance in the averages; but on the 
other hand, the increasing number of “behind the 
market” stocks may prove to have been the forerun- 
ner of an intermediate turning movement. 

Then, too, the industrial average has reached the 
lower edge of a 10-point resistance area — within 
which the market backed and filled for some months 
between the autumn of 1939 and the nose-dive 
which it may have trouble in ploughing through; 
enough trouble to make the rate of gain rather slow 
and to consume a goodly bit of time. 

On the other hand, despite the sensational per- 
formance of low-price stocks earlier in the year, the 
movement of the industrial average throughout the 
entire recovery period has been a plodding, rather 
than a sprinting, affair; and pauses in the sedate 
parade have appeared every few weeks. Thus, from 
this longer perspective, the current “laboriousness” 
of the market is not too strong an argument for 
the bears. 

What is certain is that up to this writing the total 
demand for stocks exceeds the total supply available 
for sale. Otherwise, the averages could not have 
made new highs last week. 

And now for a look at some of the more pertinent 
background factors against which the pro and con 
technical evidence must be interpreted. 

First, the market shows every evidence of con- 
sidering that favorable war developments in Russia 
and the Mediterranean are generally bullish as of 
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However, we do not 
hear any bets that 
Germany will come 
through with an un- 
conditional surrender before Labor Day. Whatever 
the war situation—or the situation at Washington— 
in the closing months of the year, the remainder 
of the summer looks to us like a period in which the 
probabilities are against news developments bearish 
enough or disturbing enough to affect market sen- 
timent unduly. 

War reverses for the Allies, of course, possible— 
but the odds are the other way. Our side has the 
strategic initiative. We now have a decisive superi- 
ority in sea power and air power. Whatever the 
timing of our victory, there is growing evidence that 
the Axis is no longer capable of more than partially 
successful offensives, if that much. July develop- 
ments in Russia suggest that the Germans probably 
are “through” so far as the offensive side is con- 
cerned. Whether their recent drive on the Kursk 
sector was an “all-out” effort or a ‘feeler,” what 
happened to it indicates weakness. Ability of the 
Russians to halt it and within a few days thereafter 
to smash forward for Orel indicates strength. 

With Congress recessed, and the Administration 
using the interlude to tighten up its direction of the 
home front problems. There is no early question 
about taxes, since it is agreed that no increase in 
rates will be applied to 1943 income in any event. 
The possible defeat of Germany this winter, and the 
approach of the next election, may well modify 
further the already “moderate” attitude of Congress 
on taxes. 

While the market has had a big advance from a 
very low base, the averages are not yet in “extreme” 
territory. ‘ 

As regards selling policy, we favor sitting tight 
for higher prices and will not change this until the 
market convincingly indicates formation of an inter- 
mediate top. But bargain time has long since gone 
and we think it sensible not to make new purchases 
for either intermediate or longer-range retention.— 
Monday, July 19. 
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HIGHER EARNINGS IN 1943 
What. About Higher Dividends ? 


BY WARD GATES 


, last year, even after the stock market 
was well along in its major recovery, the consensus 
of investor and analytical opinion was strongly on 
the skeptical side as regards the war-time prospect 


for corporate profits. As profit-curbing factors, 
drastic taxes, higher operating costs and contract 
renegotiation were all more than adequately 
emphasized. Many reasons were advanced for rising 
stock prices — including prospective earnings after 
the war—but there was no great confidence in near- 
by profit prospects. 

Now we are more than half-way through 1943— 
and still there is at least a partial hangover of 
skepticism about “profits for the duration.” Few 
observers let their bullishness on this particular 
score go beyond a somewhat surprised acknowledg- 
ment that (considering we are in a war-economy, 
with corporate taxes running as high as 80 per cent) 
earnings are “better than had been expected” or 
“not as bad as had been anticipated.” 

War-economy or not, the plain fact is that 1943 
corporate profits, on an average, will be very good 
on any standard of comparison: above those of either 
1942 or 1941, and perhaps even a bit above 1929. 
There is only one reservation that need be attached 
to this statement. It will be off the mark only if 
Congress not only raises corporate tax rates impor- 
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tantly but also makes such new levy applicable to 
1943 income. This appears to be a very faint pos- 
sibility because it is most improbable that any new 


tax program—on which House committee hearings |! 


will not even begin until well into September—can in 
any event become law before very close to the year- 
end, if then; and because, further, the most influen- 
tial makers of tax policy in Congress have already 
stated flatly that any further tax increases must 
apply only to income for 1944 and thereafter. 

On several occasions in months gone by Tue 
MacazineE oF WALL STREET has ventured to suggest 
that 1943 corporate profits, on the whole, would be 
pretty good—indeed, a few readers challenged us for 
“over-optimism.” Just recently, both the Depart- 
ment of Commerce and the Treasury of the United 
States have ventured into the risk-laden field of 
profit prophesy also. Though their estimates are 
somewhat at variance, each projects considerably 
larger aggregate earnings for the current year than 
this publication itself had expected. The chief reason 
for this is that each of these forecasts allows—as 
now seems reasonably safe—for no increase in 1943 
corporate taxes; whereas our considerably earlier 
remarks concerning the 1943 profit outlook had 
made allowance, on a reasoned-guess basis, for a 
moderate increase in this year’s tax rates. 
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Since we now have official estimates available on 
a matter of such great importance to investors, this 
article will draw heavily upon the supporting mate- 
rial provided by the Treasury and the Department 
of Commerce, add some pertinent observations of 
our own, and have a look at such second quarter 
statements as have been issued to date by corpora- 
tions for their bearing on our theme, which is both 
the over-all earnings and dividend picture and the 
rather divergent prospects therein. The official esti- 
mates given are, of course, subject to a moderate 
possible margin of error, as indicated by past 
results, but as basic indications they are sound. 


Treasury Sees Corporate Earnings at Peak 


The Treasury projects total corporate income 
subject to Federal income and excess profits taxes 
as $25 billion for this year, against $19.5 billion last 
year ; $15.5 billion in 1941; $0.4 billion in 1940 and 
$6.8 billion in 1939. If pre-tax earnings increase by 
$5.5 billions, with no increase in taxes, a major share 
of the increment should be carried through to net. 
However, the Treasury puts the increase in net at 
$1.3 billion or a bit less than 24 per cent of the 
gain in pre-tax earnings. Its estimate for net in- 
come is $9.1 billion, compared with $7.8 billion in 
1942 (an increase of some 16 per cent) ; $8.3 billion 
in 1941; $7.3 billion in 1940; and $6 billion in the 
pre-war year 1939. The figure for 1929, according 
to Treasury statistics, was $8,084 millions. 

As industrial production (Reserve Board index) 
figures to be about 16 per cent larger this year than 
last, and dollar volume of trade 15 to 20 per cent 
above 1942, we see no good reason to question the 
Treasury estimate of gain of about 24 per cent in 
pre-tax corporate earnings. It is exceptional when 
percentage gains in net fail to run ahead of per- 
centage gains in volume, though quite a few such 
individual instances can now be found—for example, 
among tobacco companies—as a result of above- 


higher selling prices. For industry as a whole, cost 
of materials, administration and “over-head” — 
which, combined, are usually much larger than labor 
cost—have been relatively stable. Moreover, with 
the great bulk of war workers now trained and with 
the benefit of substantial progress in producing 
techniques, it is to be doubted that wnit labor costs 
this year will be importantly, if any, higher than 
last year. 

The 1943 estimate of total dividend distributions 
by the Treasury is $4.9 billion, against $4.1 billion 


[ir increases in business costs, without offset of 





last year; $4.4 billion in 1941; $4.3 billion in 1940; 
$3.9 billion in 1939; and $5.9 billion in 1929. Thus, 
as compared with 1929, dividends are—and prob- 
ably will remain “for the duration”—considerably 
more depressed than earnings. 

In any event corporate managements now would 
tend to a more conservative dividend policy, in ratio 
to earnings, than in 1929—a year in which over- 
speculation and over-optimism affected the judg- 
ment of so many of us. Aside from that, however, 
there are plausible special reasons for conservatism 
now. Intense war activity increases the need for cash 
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1943 


working capital. Allowance must be made for the 
hazard of contract renegotiation. Cash must be 
conserved to finance post-war readjustment of plants 
and operations. Under these circumstances, dis- 
tribution in dividends this year of about 54 per cent 
of total corporate earnings—accepting the Treas- 
ury’s estimates—does not compare too unfavorably 
with past years. 

The ratio has been highest, of course, in the 
leanest years for earnings, when many companies 
paid dividends largely or wholly out of previous 
reserve accumulations. ‘Thus, dividends totalled 
$2.6 billion in 1932, although our corporations 
operated at an aggregate loss of nearly $5.4 bil- 
lions. In the “wild” years 1928-1929, dividend pay- 
ments totalled about 70 per cent of reported earn- 
ings. But if we take the prosperous, but less spec- 
ulative years 1923-1926, we find the ratio of divi- 
dends to total earnings was a bit under 62 per cent, 
in comparison with which this year’s indicated ratio 
of 54 per cent is moderately, rather than seriously, 
depressed. 

The Department of Commerce estimate of 1943 
total corporate profits is based on the assumption 
that prices and wages will be held reasonably stable. 
If so, the indicated increase in volume—without in- 
crease in corporate taxes—would produce a rise in 
net earnings which the Department calls “moderate.” 
It adds that if price and wage ceilings should give 
way on any broad scale, the rise in profits might 
become “precipitous.” 

The Department projects total pre-tax income at 
between $23 billion and $25 billion, or closely in 
line with the Treasury estimate. But its earnings 
estimates are made on a somewhat different basis 
from that used by the Treasury, with a resultant 
substantial variance. Thus, it puts probable cor- 
porate net for 1943 at around $8 billion, against 
approximately $6.9 for 1942. The corresponding 





Recent Earnings Reports 












1943 1942 

Alpha Port. Cement........ (12 mos., June 30) $1.41 $2.03 
American Brake Shoe.......... (June 30, quar.) 72 .68 
Am. Tel. & Tell..........s--000e00 (June 30, quar.) 2.22 2.21 
Continental Mofors. ............ (6 mos., Apr. 30) 1.00 64 
Eagle-Picher Lead ............. (6 mos., May 31) ~=—-1.29 1.01 
General Tire & Rubber......(6 mos., May 31) —‘1.70 1.09 
Kansas City Southern........ (5 mos., May 31) 2.88 2.90 
MacAndrews & Forbes........ (June 30, quar.) 41 40 
Phillips-Jones ..........c:-c0--s0e0 (6 mos., May 31) = 2.01 3.52 
Atlantic Coast Line............ (5mos.,May31) 9.81 10.85 
Castle (A. M.) & Co........... (June 30, quar.) .67 44 
Endicott-Joh (52 wks., May 29) = 4.93 4.80 
International Shoe ............ (6 mos., May 31) —‘1.01 1.08 
Lehigh Port. Cement........ (12 mos., June 30) ~=—-1.88 2.68 
Mathieson Alkali ...... ... (June 30, quar.) 39 .20 
N. Y. Air Brake................000 (6 mos., June 30) = 1.72 1.97 
Magma Copper .............20+ (6 mos., June 30) 89 1.24 
Am. Car & Fdryv................. (12 mos., Apr. 30) 5.05 (a)12.09 
Northern Pacific ................ (5 mos., May 31) 2.45 80 
Finance Co. of Am............. (6 mos., June 30) 48 74 
Western Union ...............00... (5 mos., May 31) 2.63 2.65 
Woodward Iron ................(6 mos., June 30) 1.64 -98 
Manhattan Shirt ................. (6 mos., May 29) —‘1.23 1.42 
Firestone Tire ....................(6 mos., Apr. 30) 2.60 1.97 
PT me 
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Treasury estimates for 1943 and 1942, as previously 
given, are $9.1 billion and $7.8 billion. Regardless 
of the difference in the estimates, they agree on the 
one most important thing: the fact of substantial 
increase in 1943 earnings, as compared with all re- 
cent previous years. Indeed, each estimate puts the 
increase over last year at approximately 16 per cent. 


In an accompanying table we present complete 
Department of Commerce data on corporate profits 
for the long-term period 1929-1942, with annual 
totals and a breakdown by industrial divisions. The 
variations are well worth examining for in some 
instances the long-term earnings changes don’t seem 
to square too well with conventional investor pref- 
erences in security selection. For example, if you 
judged only by the earnings record, you would not 
know that investors are enthusiastic about the 
growth prospects of the chemical industry while 
regarding utilities as a “static” situation. Earnings 
of the power and gas division have held up better in 
depressions than earnings of the chemical industry, 
and for both 1941 and 1942 were further ahead of 
the 1929 figure, in dollars and percentage, than 
were total chemical profits. 

Divisions for which 1943 earnings will certainly 
be larger than in 1929 are manufacturing in total, 
mining, trade, communications and power and gas; 
foods, beverages and tobacco as a group; textiles 
and leather; chemicals; metals and metal products; 
transportation equipment. Somewhat on the down 
side will be paper and printing; oil refining, finance; 
and probably automobiles, although the latter group 
may come close to 1929 and will certainly have earn- 
ings better than in 1942, due to completed conver- 
sion to active war work. 

Relatively few earnings reports for the June 30 
quarter and the half-year have been issued up to this 
writing. Mathieson Alkali and New York Air Brake 
have maintained their long-standing habit of being 
among the very first to get statements out, regard- 
less of the much emphasized difficulties of account- 
ing in war-time when so much business is with the 
Government. The former showed improvement on 


both a quarterly and half-year basis, but leave 
shareholders in the dark on sales. New York Ai 
Brake report, also without volume data, revealed 4 
fairly sizable dip in earnings with net of $1.72 4 
share for the half-year, against $1.97 for the first 
six months of 1942. Lehigh Portland Cement re. 
ported a sharp drop for the twelve months ended 
June 30—$1.88 a share, against $2.68 for the prior 
twelve months. The main reason apparently was « 
jump in Federal tax liability to $3,690,661 from 
figure of $2,846,573 for year ended June 30, 1942. 
American Telephone and Telegraph Company is 
usually first of the really “big shots” of the cor- 
porate world to report and this season is no exception, 
For quarter ended June 30 it earned the equivalent 
of $2.22 a share on the stock, against $2.21 a year 
ago. This is microscopic improvement in earnings, 
though the volume of business handled is setting 
new record highs each month. For the twelve months 
ended June 30, the company earned $8.67 a share, 
compared with $9.40 in the preceding twelve months. 
Thus profits for the period, and for the quarter, 
were under the $9 annual level required for coverage 
of the dividend. However, “Telephone’s” dividend 
has been questioned by analysts so many times prior 
to directors’ meetings—with nothing happening to 
it—that this writer will just “wait and see.” The 
tax bill of A. T. & T., as parent concern of the 
Bell System was $72,584,000 for the twelve months, 
against $42,202,000 for the prior twelve months. 
That’s an old story. But since Federal tax rates are 
unlikely to be raised further this year, and since vol- 
ume of business will continue to increase in all prob- 
ability, there is yet a chance that earnings for the 
year may creep up closer to the $9 dividend rate. 
American Brake Shoe, one of the most consistent 
earners in the “prince and pauper” railroad equip- 
ment industry, revealed a modest gain for the June 
quarter—72 cents a share, against 68 cents a year 
ago. For the half-year, net was $1.31 a share, com- 
pared with $1.29 in the first half of 1942. For the 
half-year, shipments — around $44 million — were 
about 10 per cent larger (Please turn to page 429) 
















Estimated Corporate Profits After Taxes, 

































































by Industrial Divisions, Annually, 1929-42 
(Millions of dollars) 





Industrial division 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 1942 

Total 7,972 1,279 —3,225 —5,462 —2,390 129 672 ,898 897 2515 4,088 847 6,857 6,884 
Mini: ng 198 —57 —255 —225 —179 —23 26 72 155 —26 54 92 246 243 
Manufacturing 2953 880 —916 —1,827 75 777 =1,507 2,576 2,550 909 2,579 3,410 4,534 4,428 
Food, beverages and tobacco........ 518 385 214 92 242 368 383 492 346 338 500 471 567 573 
Textiles and th 167) —298 —303 —333 107 18 83 192 82 2 166 180 345 330 
Paper and printing 293 137 10 —105 18 86 126 180 177 76 162 217 273 230 
Chemicals 357 218 124 —17 130 204 237 303 294 220 382 415 440 403 
Oil refining 428 97. —205 ond F —73 —95 —29 61 119 —71 55 100 195 134 
Metals and its products... 1,440 739 —404 —747 —223 134 400 757 939 214 715 1,155 1,542 1,508 
re ras eS ee as. eee, Ob a Coe  GaaeesT >. seis - cseeeneier eee —22 223 372 520 486 
I coors eee seesathowt coasasaker  “cenabassel””” | pebehenel seventeen.’ -dbeseees 32 113 131 172 167 
i ENO gy <a lohetess . . Uipkehiay- cease , | ceetubane 2 Goeaenes’  Seantess 146 242 439 460 47 
tcc rr sn es | oss Speabeage” weyeisen |, | ates OO -a@epeN <Gekneaess, © 7) weceous 58 137 213 390 383 
Transportation equipment .............. 50 10 —38 —32 —23 9 9 14 44 6 52 1438 265 369 
Automobiles 432 —244 14 —194 23 79 204 321 296 71 261 381 407 367 
Miscellaneous manufacturing ........ 268 —164 —330 —444 —126 —s8 112 256 253 97 286 343 540 514 
rade 639 —137 —613 —860 —118 212 341 659 562 239 593 734 884 830 
ECs testing nl iecenpeniesiccoberensceiborey. [> comin) Je tebe cx mecarete® |) Resets Aealintes. v aapasesset 0 Rewseale. leona, 1 seat 161 344 417 509 483 
Nee eee ee a ei esas eRe aR he a Ee | ieee 78 249 317 375 347 
Finance 1,239 —345 —1,478 —1,908 —1,733 -—865 —363 27 — 156 158 —234 —225 —200 
Finance, Including dividends recelved 2,199 707 —694 —1.411 —1,273 456 1,571 1,574 1,568 1,393 1,246 1,124 1,475 1,225 
Tra tion 1,005 389 —140 —406 —302 —196 —141 59 7 —236 36 124 345 475 
Railroads 688 226 —169 —336 —284 —290 —208 —94 —122 —290 —68 —23 105 202 
Other 317 163 29 7G —18 94 67 153 129 54 104 147 240 273 
Communications 275 206 172 98 77 iW 141 159 168 155 197 195 344 381 
Power and gas 423 289 205 121 86 239 226 272 377 320 414 482 580 524 
Miscellaneous 240 84 —200 —455 —295 —126 —13 74 85 —2 57 44 149 203 
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Financing 


Investment Bankers plan for large 
public issues. 


BY GEORGE B. 


F or generations the principal public issues of new 
capital in the United States were sponsored by in- 
vestment bankers. Names such as Morgan became 
legendary. Government financing was unthought of 
and was hesitant and small even during the first 
World War. During the Twenties plant extension 
and working capital of our larger corporations were 
largely beholden to the then dominant investment 
bankers for their requirements. These bankers sat 
on the boards of directors, controlled the fiscal 
operations of the corporations and were entrusted 
with the supervision of their short-term needs as 
well, and sometimes their purchase of supplies and 
equipment. Despite the pounding of radicals at 
this type of control, its obvious utility to the growth 
of enterprise only added to its importance. With 
the crash of inflated stock market values in 1929, 
however, all the faults of the Twenties were laid at 
the door of the investment banker. Whatever 
abuses had arisen in the course of that mad specula- 
tive era were attributed to their intervention. That 
tens of millions of persons had abetted this un- 
wonted rise of prices, and that without their co- 
operation it would not have existed, were con- 
veniently forgotten. The same mass of speculators, 
disappointed, and transformed into voters, found 
their scapegoat. They exempted themselves from all 
liability and called themselves “victims.” This agi- 
tation resulted in a spate of legislation, beginning 
with the SEC regulations. 

As a result, the financing of corporations has been 
diminished and the provision of new capital largely 
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thwarted. When we were thrust into the war emerg- 
ency, capital expansion, freely provided in every 
previous war through the channels of investment 
banking, had to be supplied by taxation and public 
debt. Its unwinding at the end of this war may have 
implications that will fully restore the popularity of 
financing by way of the skilled investment banker. 
A comparison of two twelve-year periods will re- 
veal the extent of the devastation. Our economy 
lives by new capital. Part of it arises out of ordinary 
reserves, part out of modernization by way of the 
utilization of depreciation reserves, but without call- 
ing upon the savings of the public, its growth would 
never be comparable to that which has characterized 
our unrivalled corporate expansion. From 1919 to 
1930 inclusive, we went through post-war recon- 
struction, a commodity deflation, slow and then bril- 
liant revival of enterprise, and last of all stock mar- 
ket misfortune. In those twelve years, under these 
varying conditions of prosperity and difficulty, new 
domestic corporate security issues consisted of $21,- 
668,000,000 in stocks, both preferred and common 
(but mostly common) and $37,236,000,000 in bonds 
and notes, a total of nearly 59 billions. From 1931 
to 1942 inclusive we had a period of sharp deflation, 
followed by government-inspired reflation and cur- 
rency devaluation, the growth of government in- 
tervention and regulation to new heights, sporadic 
recoveries on a normal basis, and lastly the trans- 
formation into war. In these twelve years, the pro- 
vision of new stocks offered publicily sank to $3,- 
104,000,000 or about one-seventh that of the prior 
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equal period. The decline in new bond and note 
issues was less drastic but equally distressing: it 
sank to $20,880,000,000 or by nearly one half. But 
as this overloaded the debt ratio to equities, it re- 
duced the proportion of risk capital to debt capital, 
thereby diminishing the adventure aspects of enter- 
rise. 

* The thin supply of new stocks also changed their 
proportions. Less than 40% of the stocks were 
common stocks. Few new companies graced the lists 
of the New York Stock Exchange. Few new issues 
of stock were made by the older companies nor were 
there important changes in capital structure. Rela- 
tively the market hardened into a Chinese economy 
of the older type: hard, unprogressive and uninspir- 
ing. That freshness of companies and offerings 
which is the life of markets had gone. It was an old 
man’s garden. 

But the’story is not all told with these general 
figures. Of the nearly $59 billions in stocks and bonds 
in the earlier era, $48.7 billions were absolutely new 
capital and only $10.2 billions represented refund- 
ing operations. In the 1931-1942 period, new 
capital was merely $8.1 billions and refunding $15.7 
billions. An industrial society that thrives on growth 
and capital additions found its new sources reduced 
to one-sixth, a clean loss of nearly $40 billions in 
that time. Had that capital been provided at the 
average rhythm of the Twenties by free enterprise, 
our present war debt need not have reached its 
astonishing proportions, for the government would 
not have had to finance anything like the amount it 
has for plant expansion and modernization. The 
earnings of that new capital would have given the 





The century old center of American Finance— 
Wall and Broad Streets, with the Subtreasury 
and House of Morgan. 
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New Common Stock Issues Compared to 
Total Value All Stocks 


(New York Stock Exchange) 











Market Value New Issues Per Cent 
All Stocks Common Stock New Issues to 
(Millions $) (Millions $) Total Value 

7 | SERS 34,489 577.7 1.6 
LS - 38,376 599.9 1.5 
192B....ccccrereveee 49,736 1,811.2 3.6 
V92Z9...ecegeeeenee 67,478 4,396.4 6.5 
1930......cc0ccce. 64,708 1,090.8 1.6 

Five-year annual average.......... 1,695.2 3.0 
|) 49,020 194.3 0.39 
oC 26,694 9.7 0.03 
See 22,768 105.0 0.46 
|, 33,095 31.3 0.09 
(| Ea 33,934 14.7 0.04 

Five-year annual average.......... 71.0 0.20 
LL, Se -- 46,946 261.6 0.55 
T93 7 nccccccesccccre 59,878 203.8 0.34 
1938.....00c00000-- 38,869 16.8 0.04 
VIZ. .nrccrcccceres 47,491 71.0 0.15 
DE iescesnecescane 46,468 74.0 0.16 

Five-year annual average.......... 125.4 0.25 





Treasury a backlog for taxation that would have 
prevented the most grevious imposts we have had to 
face. By drying up the sources of new capital, we 
have been compelled to build up useless reserves in 
our banks, thus diminishing the yield on enterprise 
and adding to inflationary potentials. One evil gen- 
erates another. One correct act generates good con- 
sequences. Had the hue and cry after the invest- 
ment banker not been allowed to impede his activities 
(criticism has never bothered him as such: Finance 
has been assailed by windbags since its origin) we 
would today have few of the inflationary, low income 
and tax and debt difficulties with which we are con- 
fronted. 


Private Placement of Bonds No Substitute 


It is sometimes objected that private issues of 
corporations have taken the place of public issues 
and that while the quantity of such operations is 
small, still the net provision of new capital has not 
declined by as much as the $40 billions given in the 
apparent figures. But, while that is slightly true, 
most private financing consists of extremely impor- 
tant corporations selling their bond issues, which 
are high-grade enough to be legal for life insurance 
company funds, or direct to the grand trustee insti- 
tutions. Such issues are almost always of a refund- 
ing nature. This development, which short-circuits 
the investment banker, has little indeed to do with 
the provision of fresh capital, or the financing of 
new, worthy but unseasoned companies. It merely 
confirms the static economy of the past. The sum 
of $40 billions missing in new capital, a sum that 
makes all the difference between stagnation and de- 
velopment, is, if anything, understated when the col- 
lateral effects of that loss of $40 billions are con- 
sidered. For if that flow of new capital had been 
provided, the earnings of those companies would 
have generated more prosperity and turnover and 
called for still further growth capital, as it was 
needed, from the public. 
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Certain categories of industry have suffered more 
than others from this loss of new money. The public 
utilities (apart from holding companies) were pro- 
vided with about $15.3 billions in fresh capital in the 
1919-1930 period, and less than $2.2 billions after 

01930. This lack of financing affects actual opera- 
tions and has nothing to do with the topheavy 
financing structures that bogged down the utilities 
during the boom periods. The rails received $5.9 
billions from 1919 to 1930: $1.3 or so billions after 
1930. It is little wonder that our rails entered the 
war prepared to do miracles, and accomplished 
miracles on the wretched equipment at their dis- 
posal; here we may use the expression of the old 
poet: we can measure their accomplishment but not 
what they could have achieved for the national de- 
fense had they not been so starved of new capital for 
more than a decade. 

The problem of new financing is not so vivid for 
powerful corporations as for intermediate grade 
companies or intermediate, though good, earners. 
Hence the absence of new public financing by the 
investment bankers has produced the opposite effect 
to that intended by the shortsighted radicals. So 
long as a company worth $20 millions could go to 
Wall Street and find a banker prepared to risk his 
reputation and money on getting it $10 millions 
more, it had a chance to grow relatively to the giants 
in its field of business. That very threat of constant 
competition, nourished by new banker-sponsored 
capital, kept the big corporations on their toes and 
assured the public the maximum of service and effi- 
ciency, thus diminishing the trend towards monop- 
oly. But today the large corporation is advantaged 
in every respect. 

For example, U. S. Steel was able to provide 96 % 
of its reinvestment from 1920 to 1939 out of internal 
sources. That means that at the height of public 
financing, it scarcely used that medium. General 
Electric in the same period spent less on new plant 


and equipment than its reserves allocated for depre- 
ciation alone. General Motors, in the prosperous 
year, 1938, had $240 millions loose for installment 
financing and financing of contracted companies 
operations, ete., after full provision for corporate 
expansion. Such companies have for a generation 
required little public financing. Their minimum 
profits, as a group, are well above the average. The 
elasticity of prices charged by quasi-monopolies has 
always been less than those of competitive groups. 
They have less drive towards sudden expansion, and 
greater security against a drop in demand for their 
products. Hence the duty of the investment banker 
has, throughout our history, been primarily the 
development of general American enterprise and not 
the addition of funds to the already imposing 
surpluses of dominant companies. For this signal 
service to economic democracy, he has been ill re- 
warded by public opinion. 


Bankers Conscious of Their Postwar Obligations 


During the war period 1941-2, the activities of 
investment bankers have shrunk further. The total 
of new capital provided for by the public was one- 
tenth that provided by the government in the same 
period, or $1.2 billions against about $12 billions. 
Yet the totality of American corporations were in 
no such brilliant position as its leading companies. 
The gross savings of non-financial American com- 
panies from 1930 on were $22.5 billions after de- 
preciation and depletion allowances; about $2.4 bil- 
lions per annum, as against $6 billions per annum in 
the preceding period. This shortage of $3.6 billions 
a year was compensated for by only $300 millions 
per annum of productive security issues, that is 
those productive of new capital goods. 

Undaunted, the investment bankers are convinced 
that the revival of public issues is at hand. The 
Investment Banker’s (Please turn to page 436) 


Ratio of New Capital to Refunding Issues 1919 - 1942 
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Chartes Phelps Cushing Poote 


By E. 


Shipping, once the dark spot is becoming the bright 
spot in the war outlook. Navy men guessed wrong 
on Japan, right on the submarine menace—they may 
even better their forecast of “over the hump” by 
early Fall. Ships are going through, men, craft and 
cargoes are being saved; returning bottoms are 
bringing in critical materials in tonnages already 
reflected in WPB orders relaxing restrictions on 
civilian uses. 


Glider Craft will become more, not less, important as 
time goes by and the fact that little had been heard 





Washington Sees: 


Miles from the distorting lens that is Wash- 
ington, Congress is conducting a most impor- 
tant "session" —a recess period hastened by 
misgivings which have been causing Members 
sleepless nights. 


Congress this year re-established its Consti- 
tutional authority over "‘all legislative powers," 
ended rubber-stampism; but in so doing raised 
the spectre of a composite voter inquiring, in 
November, 1944: “Did you ‘support the Com- 
rnander-in-Chief in the war effort?" 


One Member related that a constituent, 
asked to state what in his opinion is wrong 
with the country today, replied: “Nothing an 
election can't cure.’ Colleagues smiled, but 
wryly. 

The people know what Congress has been 
thinking; but Congress hasn't been sure what 
the people were thinking. With that knowledge 
acquired, the solons will be back on the job in 
September. Whether they were cheered or 
chastened will be reflected in the program they 
espouse. 




















of this type of aircraft until the Sicilian invasion 
means only that innovations have been under test. 
They have been found efficient, will be announced 
to the world within another month. Hardly more 
than an expensive toy in pre-war days, gliders are 
coming of age as a military element today, the 
potential “freight car” of air express after the war. 


Cotton Is King again as the Bureau of Agricultura! 
Economics estimates the 1943 planting at 21,576,- 
000 acres, smaller than any other year since 1895. 
Abandonment of acreage by voluntary action stood 
at about the 10-year (1932-1941) average, but 
floods in the cotton country accelerated the overall 
drop. Storage supplies will reduce, not wipe out, the 
apparent price boost. 


Soldiers to Fight, not to farm or mine, has become 
the declared policy of the War Department. Emer- 
gency measures to aid farmers in time of flood gave 
wide impression that khaki-clad field workers were 
on tap; FDR’s mine seizure raised prospect of 
soldiers in the pit. New rule provides soldiers may 
apply to do jobs other than assigned by command- - 
ing officers, but the privilege shall be granted only 
in emergencies. 


Beer Famine, beginning appropriately in the 
“Eastern shortage area,” is in early prospect and 
its spread throughout the country is a possibility. 
Corn is a basic ingredient in the brew and it can’t 
be bought in a market being drained for livestock 
feeding. 


Sicily may not, as London suggests, be THE land- 
ing but it will do until a better one comes along. 
Sicily is an island of 10,000 square miles, with pop- 
ulation of four millions, affording 20 air fields for 
bomber and fighter squadrons. Across the Strait of 
Messina is a two-mile cannon shot. Eisenhower, who 
should know, says it’s good enough to pulverize 
Italy’s industrial centers, smash her powerhouse and 
dams, tear up her railroads, knock out her fleet 
and air force—before the real invasion begins. 


THE MAGAZINE OF WALL STREET 








sion 
test. 
nced 
more 
; are 
the 
war. 


ural 
7 6,- 
895. 
tood 

but 
eral] 
, the 


come 
ner- 
rave 
were 
S OL 
may 


und- . 


only 


the 
and 
lity. 
an’t 
tock 


und- 
ong. 
0p- 

for 
t of 
who 
rize 
and 
fleet 


ET 








JULY 24, 1943 


When Central Powers saw their hitting power at sea weakening 
and the home front growing restless in 1918, the Kaiser looked long- 
ingly t EOE Doorn. Those weaknesses, fatal a quarter of a century 
ago, loom today and account for respectable forecasters’ prediction - 

that the = in Europe will be over within one year. 





























action on several. fronts, but as two Separate wars: 1. Europe; 2. The 
Pacific. Collapse of the enemy in either would hasten total victory, 
but the wars won't end simultaneously. 

















Allies production of war's sinews within a few months will be 
four times as great as the 3 Axis. Air and sea superiority will be in 
larger proportion — and hold the answer to when the contest will end. 


But a trickle of skepticism filters into talks of “uncondi- 
tional surrender." Pershing, it is recalled, wanted to march into 
Berlin in 1918, but found the British and French opposed. Germany 





























defensible sacrifice, Foch felt, in a war already won. 


The British stated no specific reason but it was typical of 
their diplomacy: they wanted France kept strong i in manpower and 
phySical resources as a Safety valve in European affairs. It didn't 
work out that way, but that was the idea. 


Washington sees the war in the Pacific continuing several 
years after the Jap mainland falls, but asa standing army job, nota 
full-dress conflict — something, in fact, like the conquest of the red 
men in the westward march of the United States, only fought from 
island to island rather than from prairie to prairie. 






































3 
The Capital does not fear that Stalin will call it a day when 
he drives the Nazis from Russia, or that he'll try to communize the 
world. He found he couldn't do business with Hitler before, won't try 
it again. National neck-saving, not altruism, will dictate his 


position. 
World communization holds no charm for the Man of Steel. 


Russia already has more territory than it knows what to do with; 
national resources, trade routes, outlets and corridors, and ver y 


largely natural protections, couldn’ t be bettered by territorial gain. 






































Treasury is treading lightly but formulating a plan believed 
certain to be brought out when Congress returns in September: excess 
profits taxes on individual incomes. 














The twin objectives of all Treasury moves, to bring in revenues 
and Siphon \ off the threat of “inflation that comes with suddenly in- 
creased incomes, are behind the proposed tax. Aimed at war-swollen 
pay envelopes it would hit the c classes roughly grouped as "labor" 
harder than those cataloged as as "capital." 



































The mathematics of the Treasury plan are not involved. The 
Bureau of f Labor Statistics would be asked to determine as accurately 
as possible, the percentage of present and | predictable increase in 
living cost over the pre-war level. 




















Next, the Treasury would fix a "base period" and uSe the sal- 
or w wage as as eo that period for its | starting point, adding to ; it the 
B BL S percentage of living cost rise, and establishing the total as 


the limit for normal tax. All income above that level would be excess 
taxable. 
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The immediate effect of such regisiation would be =" force 
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problems of the War Labor Board, whose approval would be required before 
otfsetting pay increases would be legal. The day is long past when a 
Federal agency related its action to the probable impact upon other bureaus. 


Some improvement in the food outlook came in the wake of better 
weather, but the prospects S still are far from favorable. More food rrom 
crops, less from animal products is | shaping into a national policy. Feed- 
stuffs for livestock and poultry are growing shorter. Stressed in diets 
will be dry beans and peas, rice, potatoes and other.vegetables. 


Black marketing still stands as a wasteful menace and 0 PA is 


planning to "make examples" of offenders in the apSence of runds to police 
the entire country. 

Under consideration is plan to have 0 P A requisition trucks carry- 
ing produce, the government to compensate the owner of the shipment at 
ceiling levels, thereby causing him financial loss if the produce was 
bought on the black market. 

Greatly increased quantities of government-owned and army-con- 
trolled industrial property will move into private ownership in forthcoming 
months, and red tape of transfer is being ripped asunder. 

The amount of such material no longer needed by the government is 
growing enormously with each tactical change in the \ the war necessitating 
shifts in production from one type of weapon or yr material to another, reces- 
sion in “construction to complete training camps, war factories, other in- 
stallations. 


New rules will permit disposal of industrial property for direct 































































































war use at any time by Sale or lease to war contractors; by transfer to other 
War Department or Navy components; by transfer to the American Red Cross or 
USO. 


Property not disposed of in these channels after 20 days notice, may 
be purchased by anyone — dealers, jobbers, manufacturers. Equipment 
remaining unsold four months will be scrapped, reconverted to raw 
materials. 


Wendell Willkie no longer is being referred to scornfully in Con- 
gressional speeches by Republicans. The reason: his strength is growing, 
they may find his the only coat-tails “available in n 1944. 


Gardner Cowles, Jr., resigned from 0 WI for several reasons, but 
chiefly to be available for promotion of the Willkie boom. That puts behind 
the 1940 nominee the Cowles newspaper ‘and radio interests which blanket 
much of the mid-west farm belt, largely divorced from Dewey by the New York 
Governor's suggestion that its farmers kill off their hogs, save e feed | for 
New York cattle. 


oe has revealed much of the Willkie campaign strategy. It 
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the = cites the fact that Willkie is as widely acquainted in the Allies' 
Capitals as F. D. R., and asks provocatively what other Republican hopeful 
can meet Mr. Roosevelt on equal international plane. 

It proposes then to rest the campaign on domestic issues: failures 
on the home front, and the food situation, each of which, it will be 
claimed, got out of control because political bickering was permitted to 
displace planning and action. 


David K. Niles, White House architect of the Fourth Term political 
































structure, has “returned to Washington from the “Southland, bringing reports 








that Southern | democrats are blowing off steam am but will not bolt at the 
party's convention, or in the election that follows. 

Disquieting rumors continue to reach Chairman Frank Walker, 
however. They run from outright threats of bolt, to such not-too-subtle 

















acts as Senator John H. Bankhead sponsoring an address by Senator Robert A. 











Taft to the Alabama Bar Association. 


And, this much is certain: Wallace has lost the Southwest delega- 
tion by reason of his feud with Jesse Jones. ~ He was given the vice presi- 


dential nomination only at “FLD D.R.'s insistence, but he'd be d denied re- 
nomination if the convention were next week. 
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‘ 
Te immediate problem of every investor is the sim- 
plest of all—are stocks high or low? This apparently 
simple question, vital to every person who stakes his 
fortune on the future of values, is yet capable of 
many complexities. Stocks may be high by one cri- 
terion and low according to another yardstick. For 
example, if it is argued that the future possibilities 
of a growing company ought to be capitalized, then 
the ratio of price to past earnings is less relevant to 
the person who wants to pay that premium than it 
is to the skeptic who says “‘let’s look at the record.” 

Past performances which are despised by the opti- 
mistic, are the one touchstone of the cautious. But 
there are other measures that are equally plausible. 
Some investors insist that common stocks ought to yield 
more than preferred stocks of companies of similar 
merit and certainly much more than good bonds. If 
they sell to yield less, then they are in an unfounded 
bull market that may crash at any time. On the 
other hand, the more hopeful point out that on this 
basis a company would never have its possibilities 
valued even at a cent. If the bond of a railroad com- 
pany sells to yield 4% and its net profits applicable 
to its common stock are being geared to fantastic 
levels surely, they reason, that ever present possibil- 
ity is worth a good price. 

The ball has been tossed to and fro between these 
theories since markets were founded. This dispute 
has not varied, even in phraseology, from the time 
of the first boom on the London Stock exchanges in 
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HOW TO EVALUATE 
COMMON STOCKS TO-DAY 


BY FREDERICK K. DODGE 





1694 to the lively discussions of 1943. The writer 
has no hope of resolving this long mooted question 
in one article but he has limited hopes of showing 
just what valuation the market is putting on stocks 
right now and what are the factual bases for these 
estimates. They are startling as to their meaning, if 
they clearly indicate that the market has a definite 
philosophy that can be measured and ought to be 
examined. 

The price-earnings ratio is usually given as price 
so many times last year’s earnings, or price at so 
many times this year’s projected earnings. This is 
a limited and very unreliable basis. To correct this 
we should take a seven-year basis at the least, emu- 
lating the viewpoint of Joseph before Pharaoh. 
Seven is a conventional figure but it is highly rele- 
vant for a special reason. It avoids the mad infla- 
tion of prices in the late twenties, the over-severe 
depression of the early thirties and the wobbly refla- 
tion of the first hectic period of the New Deal. It 
begins with 1936, a period when the post-depression 
economy had stabilized into a new mold. It includes 
the highly prosperous years 1936 and 1937, the de- 
pression year (but not crisis period) of 1938, the 
halting and partial recovery of 1939 with its latter 
war spurt and immediately temporary disenchant- 
ment, the 1940 shift to defense emphasis, its quick 
realization in 1941 and a full fledged war economy 
in 1942. 

On the whole it was a prosperous period. Except 
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for 1988 no year was wholly unsatisfactory. Profits 
were on the upgrade from the end of 1938 through 
1942. It is arguable that no seven years could, except 
for hectie boom periods, be much more prosperous. 
True, taxation was heavy, but net profits, after taxes, 
gained decently throughout the period. Hence any 
prices for stocks that are based on that seven years rec- 
ord have this initial basis ;*that it was a growth period 
and it did not have to make provision for collapse: 
it was a war-endowed period and the sudden effect 
of governmental intervention can now be tested to 
the full. This governmental intervention was favor- 
able to earnings, though this may not be quite so 
certain in the reconstruction period. This seven 
years record, barring a reconstruction spurt of two 


on discounts when appraising stocks, to allow for 
emergencies and shock, but the seven years’ record 
of prosperity, doubt, depression, war, gives us some 
indications of continuity of earning power under 
feared or unexpected conditions. Since many com- 
panies, perhaps two-fifths, have not benefited by the 
upward economic movement of the war epoch, but 
are either stable or recessive earners, the extent of 
that recession is a good index of bear premises and 
determines in what measure their calculations depend 
on emotional pessimism rather than on reason. 

Of the fifty stocks chosen for this study, thirty 
showed a notable earnings gain in the defense-war 
period as against their previous four-year peace 
record, and twenty showed either trifling gains, sta- 
tionary earnings or even declines. 
Certain categories were not in- 





Price Earnings Ratios of Thirty Corporations Gainers By the 


War Economy 
1936-9 1940-2 1936-42 











Annual Annual Combined An- 
Average Average nual Average 

Per Share Per Shere Per Share Price 
ee 2.30 3.22 2.69 84 
Am. Hawaiian .............. 1.08 6.06 3.21 323% 
Am. Home. Prod .......... 4.17 5.10 4.57 68% 
Allis-Chalmers .............. 2.55 3.14 2.80 42% 
Am. Sugar Ref. ............ 0.51Def. 1.25 0.24 30% 
Am. Woolen ...........-.--- 8.04Def. 6.30 1.88Def. 8's 
ae 2.22 4.41 3.16 272 
ND idaciccsiccnceceneteesse 0.98 13.45 6.72 59 
Bigelow-Sanford .......... 1.83 5.22 3.18 35 
Ches. & Ohie.................. 4.07 4.78 4.37 45/2 
Coca-Cola ...--n00--------- 5.79 6.30 6.01 110 
Dow Chemical .............. 4.62 6.40 5.38 150 
General Electric............ 1.53 1.83 1.67 382 
Glen Alden .................... 0.69 2.21 1.37 17 
Goodyear ......-.-..-2...-.-+-- 2.60 4.53 3.42 40 
ind. Rayor .................... 1.12 2.94 1.90 43 
Int. Harvester ............... 4.20 4.98 4.57 712 
Island Creek ............... 2.00 3.33 2.57 30 
Johns-Manville  ............ 4.08 6.45 5.09 862 
Proctor & Gamble........ 3.21 3.95 3.52 554 
A 1.63 2.80 2.13 387% 
Radio 0.32 0.45 0.37 11% 
eee 1.27 2.35 1.73 185 
Sears Roebuck .... ........ 5.49 6.15 5.77 82 
Stand. Oil of N. J......... 3.87 4.25 4.03 58 
Swift 1.02 2.59 1.69 26 
Union Carbide ............. 3.90 4.31 4.07 832 
U. S. Steel.......... - 2.26 8.22 4.81 57 
Western Union ............. 2.45 6.49 4.18 38% 
Westinghouse Elec. ...... 5.44 6.58 5.92 98 Ys 


cluded. Such are the automobile 
and automobile accessory compa- 
nies because their earnings are not 
Ratio to j im- 

Ratio to seats ie, even remotely derived from a sim 
ilar product as are their peace- 


. i we fac 
arnings War Earnings ; ; Agana 
time earnings, and the aviation 


36.5 31.2 é 
30.3 10.2 stocks because over 96% of their 
wae by operations are conducted with 
ac 121.0 government provided capital and 
—_ _— they are not comparable earnings 
pe = on any basis. The companies 
19.0 11.0 chosen represent the widest pos- 
wed = sible variety of activities com- 
32.4 27.9 patible with as reasonable a re- 
25.1 23.0 semblance to their long-term pro- 
24.7 12.4 duction as can be expected in 
15.3 11.6 ° 2 
38.4 22.2 wartime. These furnish the only 
17.0 15.6 practicable basis for a price-earn- 
Hoe os ings ratio study. Such a choice 
17.2 15.7 is not arbitrary but is a fair 
23.8 18.2 sample of the great majority of 
36.0 24.7 : se : 

industrial corporations. 
14.6 10.7 
14.9 14.2 The results show that the mar- 
14.9 14.3 ket is in an overaverage good 
25.4 15.3 ° ° : 
21.4 205 frame of mind. Leaving aside 
25.2 11.8 such freaks as American Sugar 
oe Foe Refining selling for 120 times 


seven years’ earnings and Amer- 





years or so, is almost as good as anyone could wish 
for, leaving economic miracles aside. 

It has one weakness which will be examined later. 
Since it experienced no commodity crash like 1920- 
1921, no bank crisis, like the endemic rural bank 
crises of the 1920’s, no land smash like Florida, no 
stock market and employment collapse or currency 
destruction like 1929-1933, it presents too pretty a 
picture on the average. Any capitalization based on 
that record alone is somewhat rosy, but rosy or not, 
it is a much more scientific and comprehensive basis 
than a mere one-year’s earning power. 

Seven years’ earnings also tests a great many 
theories. The bull may shout that he is willing to 
pay extra for possibilities but a seven years’ record 
does check up what are the possibilities of that realiz- 
ation. The bear may say that one must always insist 
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ican Woolen, whose buyers con- 


sider its long record of deficits as 


no longer meaningful, the more conservative stocks 
are also highly valued. Amerada’s crude possi- 
bilities are thought to entitle it to sell at 31 times 
the period earnings, Dow Chemical’s magnesium ac- 
tivities are rated good enough to sell at 28 times. 
Radio has tantalized believers in television into pay- 
ing on a 25-fold basis; Union Carbide and Gen- 
eral Electric (perpetually highly valued) are rated 
at 20 and 23 times their proven earning powers 
respectively. 

The average of thirty companies that have been 
gainers by reason of the war economy is 18.7 times 
their combined demonstrated long-term peace and 
war earnings, allowing for growth during that seven- 
year period. That is almost twice what was consid- 
ered a proper basis even for high-grade common 
stocks some twenty years ago. Investment manuals 
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then often contained sober warnings to sell when 
the price-earnings ration exceeded ten to one. 

But if one disregards the distorting, and (we all 
fervently hope) never to be repeated war business, 
then the ratios are more interesting. These thirty 
companies sell at 21.1 their earnings in the latest 
period of peace, where two years out of four were 
prosperous, one quite good and one quite poor. These 
common stocks sell on the basis, then that any av- 
erage year’s earnings (not all of which can safely 
be disbursed in dividends) is worth only 4.75%. In 
plain words, the market expects growth and no seri- 
ous trouble. As to this war beneficiary group it is 
not prepared for any reverses. 

The market is not quite so hopeful, of course, on 
the others. We hear that this is not.a war market, 
that war stocks are disregarded and that the investor 
looks only to peace. True enough of Douglas and 
Beech Aircraft and the machine tool stocks and sev- 
eral others. But the entire group- 
ing does not quite bear out this 


had a future valued at nearly 24 times: it still com- 
mands 18. Eastman Kodak sold at 20 times, which 
prevails even now. Loew’s sold at similar ratios 
then as now. Texas Gulf then was worth only 13 
times net, now it is more cheerful at 17. Union Car- 
bide had almost unlimited prospects in 1929: it sold 
at almost 32 times: it still commands respect at over 
21. Reynolds Tobacco was worth 18 times its profits: 
it sells today for the more conservative 14. Cater- 
pillar Tractor, a true growth stock, was worth 12 
times earnings in that boom, now 14. Dupont, 
“miracle stock” of the 20’s, which investors were told 
never to sell, no matter what the price, was valued 
at 24 times, which is its contemporary premium, 
exactly. General Electric has diminished somewhat: 
then it was at 42 times, now 25. Westinghouse was 
20, and is now 18. 

But the less romantic stocks are pretty sturdy. 
General Foods discounted future appetites at 19 





contention. The stocks that have 
not benefited by the war sell for 
only 16 times their long-term 





Price Earnings Ratios of Twenty Corporations Not Gainers From the 


War Economy 





: : 1936-9 1940-2 1936-42 Rati 
peace and war _carnings, which Annual Annual Combined An- Ratio to Pn? 
though liberal, is less optimistic Average Average nual Average Peace Peace and 
than lor the oar a“ a Per Share Per Share Per Share Price Earrings War Earnings 

; . 1€S, Allied Chemical ............ 9.51 6.11 8.05 162 17.0 20.0 
while for the peace period alone, American Can .......... ” 5.61 5.45 5.54 90 16.0 16.2 
their price 1s 15.7 times. The av- - hi Ma bos eee by by by ' 156 Lt 16.7 

eh aterpillar Tractor .... 3. 6 3.6 51 13.8 13.8 
erage of the 50 stock quotations on. Edison... 2.18 2.00 2.11 23% =: 10.6 11.0 
is about 18.9 times their four- Corn Products ............. 3.22 3.08 3.16 57% 17.9 18.2 
year peace earnings. Whether DOP ORY ccicnccccce = 6.54 6.56 6.55 156 23.8 23.8 
ies toohgramtsems Somme te te fee ie 
question: it undeniably is not con- int. Sus. PIR sacenisenne 10.47 9.90 10.22 172 16.3 16.7 

ae . I AE sicesesectvinenicniniiiin 1.91 2.06 1.97 36 18.8 18.2 
sees bs determine — Macy, Re He cesscccennsnn 2.34 2.20 2.27 29% 12.4 12.8 
market values are properly Nat. Biscuit 0.00... 1.70 1.34 1.54 22¥2 «13.2 14.6 
aligned with earning power, we Otte ee eee 1 ye 1.10 20% 108 1. 

pti" . ities . . 6.31 61% ; ‘ 

—" historic y —— Owens-Illinois cess... 3.13 3.19 3.15 64 20.3 20.3 
_ The summer of 1929 was a pe- _ Reynolds Tobacco ........ 2.67 2.29 2.50 37%2 ‘14.0 15.0 
riod of excessive optimism. Prices = gers — bp — = = be 
. exas Gulf Sulph........... 4 ls ; 4 A A 

were near the top of alltime. The — Wootworth ....-...... 3.19 2.53 2.90 40% 12.7 14.0 


Dow-Jones average was about 





370 to 380. Industrials were 
valued at fanciful prices, as ten 
years of subsequent earnings history confirmed. In 
gold terms the market has never since approached 
that level. The highest it ever reached after that 
deflation, gold basis, was about 114 and, currency 
basis, about half. It is fruitful to compare the cap- 
italization of earnings that were popular that sum- 
mer with what we now see. 

Johns-Manville then sold for about 27 times earn- 
ings, today 21 times; Otis Elevator for 23 times, 
now nearly 19. U.S. Steel sold at 12 times, now 25. 
Anaconda was promising at 18 times: its prospects 
now command 12 only. Standard Oil of New Jersey 
sold for nearly 16 times; today at 15. Goodyear 
was not a favorite then: it sold for seven times earn- 
ings: today its synthetic prospects rate it at 15. 
The merchandising stocks are much more deflated. 
Macy was thought worth nearly 33 times earnings: 
the present icy calculation is 12. American Can was 
thought a bargain at 26 times, but experience has 
cooled its present premium to 16. Corn Products 
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times, and is still thought cheap at 17. Island Creek 
sold at 11; now bituminous prospects have raised it 
to 15. Cleanliness is less thrilling: Procter & Gamble 
then was worth 33 times earnings: now a mere 17. 
But, and this is an interesting but, the capitaliza- 
tion of past earning power is higher today than in 
any period except the one top year 1929 (after a 
period of prosperity, that is). In 1936 the ratios 
to past earnings were of course higher because we 
had traversed the seven lean years. 

A favorable comparison, though, emerges from 
the relationship of common stock prices to the possi- 
bilities of bond investment. Industrial Bonds of the 
Baa (Moody) rating, that is, well secured but af- 
fected by earnings variations, yield merely 3.31%, 
and industrial A bonds, show as little as 2.80% 
average yields. High grade preferred stock yield, 
on the average, about 4.04%. Preferred stocks of 
companies comparable with the thirty common 
stocks who have been (Please turn to page 430) 
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Sica conqueror leaves indelible traces. No matter 
how much we detest the Nazi power, its effect on 
the European economy cannot be erased and the 
industrial society which preceded it be restored 
exactly as it was. The United States Treasury ex- 
perts estimate the realized German plunder at over 
36 billion dollars. That seems an understatement. 
The plunder of Holland and France alone, two of 
the richest countries in the world, of Belgium the 
most industrialized state on earth in proportion to 
area and population, of Norway, of the whole of the 
old Austrian Empire and the Balkans and Poland, 
and the vast stretches of Russia including the 
Ukraine, far and away the most developed and rich 
agricultural community in Europe, loom much 
larger. Perhaps actual transfers of liquid property 
equal 36 billions: total absorption probably reaches 
fantastic sums. 


From the Treasury of the United States must 
come the proposals for the reorientation of this 
economy: from its credit possibilities must come the 
accommodations for a temporary reconstruction 
that will enable the world somehow to maintain the 
fundamental relations of enterprise. First, however, 
one must examine what the Nazis have done in 
order that we may cope with the intricate system of 
fraud and absorption which they have woven. In 
order to undo it, they calculated, one must create 
problems so grave that the victors may be appalled 
and be forced to partly confirm the situation. That 
cunning policy is the German permanent scheme. 
After the last war they so tied up their war finance 
with the survival of capitalism, as such, that they 
forced the triumphant states to accept their infla- 
tion blackmail and then to refinance their industry 
and armament. In this war they have so confused 
the economic state of Europe that they hope to 
emerge a strong key power, no matter what the 
military issue. 

In the first place they have created a set of tariff 
and labor arrangements that have modified the pro- 
ductive powers of the plundered countries. France, 
once a smaller industrial society, has been largely 
converted into an arsenal. Until recently it gave 
more production to the Nazis than the United States 
with all its lease-lend has given to all its Allies. 
When the war is over France will be stocked with 
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Liquidating the Nazi Conquests 


BY GEORGE RIVIERE 


machinery fitted only to produce German war goods: 
its older productive mechanisms adapted to its world 
markets, especially in fine goods, almost completely 
superseded. For three years nearly two million 
French prisoners and since then a million French 
workers have been enslaved and separated from their 
crafts and trades. The long, static relations of 
French artisan economy are smashed. France will 
come out of this war, then, with all its industries 
inextricably linked to the technical demands of the 
Germans and unsuited for any other type of con- 
sumer. The Germans have “bought” French enter- 
prises with surplus “occupation francs,” wrung from 
the French and the individual purchasers are often 
disguised by Swiss and Swedish trusts or by Spanish 
companies, and in this way the Germans hope to 
make their traces difficult. French collaborators 
have been used as (Please turn to page 434) 


<a gees 
he i 









Treasury of the United States, Washington, D. C. 








THE MAGAZINE OF WALL STREET 





























Mid-Year 1943 


P ERIODIC re-appraisal of investment and speculative 
holdings is an essential safeguard against changing 
conditions which threaten or potentially threaten 
either capital values or income return or both. The 
military, political, economic and financial changes 
affecting security values today are more numerous 
and rapid than ever before. Especially in the case 
of common stocks, watchfulness is imperative. 

To serve this need THE Macazinge or Wat. 
Street, as for many years past, presents its special 
Re-Appraisals of Earnings and the accompanying 
Dividend Forecasts at six-month intervals—besides, 
of course, its regular bi-weekly coverage of all signi- 
ficant developments important to investors. 

Our thousands of readers in the aggregate hold 
stocks of many hundreds of corporations. Thus, 
lengthy individual re-appraisals in this service fea- 
ture would permit coverage of too few to be ade- 
quately useful. Hence our effort is to present the 
most pertinent information and ratings on the max- 
imum possible number of issues as concisely as pos- 
sible for the convenience of our subscribers. 

It is important to bear in mind that current earn- 
ing power of various war-active companies is ab- 








PART I 


Outlook and Ratings for Individual Pack- 
aged Foods, Dairy Stocks, Meat Packers, 
Bakers, Sugars; Oils and Liquor Companies. 


normally good and thus not indicative of future 
potentialities. Similarly, depressed “war casualty” 
earnings are also abnormal. For these reasons, as a 
handy reference guide, our tabulations show for com- 
parison the average pre-war earnings and dividends 
of 1936-1939. Book values and—where feasible— 
net quick assets per share are also shown and are of 
considerable interest in an inflation era. Under “In- 
vestment Rating” the letter denotes our judgment 
of investment quality and prospects, taking into ac- 
count trade and financial position, management, 
growth potentials, tax position and other factors; 
while the numeral indicates current earnings trend. 
Thus: A-+, Top Quality; A, High Grade; B, Good; 
C+, Fair; C, Marginal. Numerals: 1—Earnings 
Trend Upward; 2—Steady ; 3—Down. 

Selected issues favored for capital gain are de- 
noted by the letter x in the tabulations; for safe 
income, the letter w. For guidance on timing of pur- 
chases for appreciation, watch the continuing advice 
given in our regular market analysis article. Be- 
cause of the great importance of price inflation to 
food companies, the next two pages are devoted to 
a special article on this subject. 
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Why No Run-Away Food Prices 


BY LAURENCE STERN 


= will be well advised to discount the exag- 
gerated fears of “run-away” prices that are be- 
ing generated by the confusion and emotional heat 
of the apparently interminable debate over the prob- 
lem of “inflation control.” 

One would gather that price chaos is ahead unless 
the Administration can have its prized subsidy pro- 
gram. It isn’t necessarily so. One would gather that 
the sky will be the limit should the War Labor Board 
be forced to deviate in any respect from its “Little 
Steel” wage formula. It isn’t necessarily so. One 
would gather—if the farm bloc in Congress is list- 
ened to—that the American people are going to 
starve unless the farmers can have much higher 
prices. It isn’t necessarily so. 

True, we have a serious food problem. True, 
the Administration’s food-control planning and ad- 
ministration to date have been very “sloppy.” But 
the dark side has had more than adequate publicity ; 
and I propose here to emphasize the brighter aspects 
of the situation and outlook. 

Meat supply is the most central question at pres- 
ent. It is meat shortage in the cities that is most 
acute and most important. By diverting demand to 
substitute foods, this shortage has greatly contri- 
buted to excessive prices for fish, poultry and vege- 
tables. When the log-jam in meat supply breaks— 
as it will before long—food shortage will be greatly 
relieved all down the line; the upward pressure of 
demand on the over-all food price structure will be 
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considerably relaxed ; and prices of fish, poultry and 
fresh vegetables (all presently unrationed) probably 
will react quite sharply. 

Certainly for the rest of this year—and perhaps 
for the remainder of the war period—food supply 
available to consumers will be substantially larger 
than it was during the first half of the year or 
than it is at the moment. I base this flat assertion 
on the following premises: 

(1) At the agricultural sources the supply of 
food is not small but large. This is above all true of 
meat animals, of which the existing inventory is not 
only a record high by a big margin but quite exces- 
sive in relation to prospective animal feeds and the 
probable cost thereof. 

(2) Livestock raisers soon will begin to find it 
decreasingly profitable to withhold marketings and 
will be under rising economic pressure to convert 
surplus animals into cash. 

(3) Supply of fresh vegetables is now in sea- 
sonal expansion; and “Victory gardens,” running 
literally into the millions, represent an unprece- 
dented factor in food supply. A goodly residue of 
this new supply is already being home-canned or 
preserved for next Winter’s consumption. 

(4) The radical improvement in the ocean 
shipping situation and prospect forecasts much in- 
creased imports of foods, notably sugar, coffee and 
cocoa. Incidentally, as one notes our current ram- 
pant speculation in—and speculative hoarding of — 
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grains, it might be observed that the Administra- 
tion (if it had the nerve) could smash it overnight 
by merely threatening to open the door to grain im- 
ports. Nearby Canada has plenty for sale at prices 
far under ours. 

(5) The muddle at Washington over the food- 
price problem has reached a politically explosive 
stage from which the reaction probably will be a 
more sober sense of responsibility in Congress and 
more workable Administration policies and methods. 
I list No. (5) last because, regardless of it, the retail 
food supply outlook is one of definite improvement 
anyway. 

Not so long ago the farmers were holding back 
their hogs. The ceiling price on corn, with no ceil- 
ing on hogs, made it economic to hold them off the 
market for maximum fattening. This game ob- 
viously has short-run limits and everybody knows 
it. The limit is set by the available supply of feed 
for hogs and by the farmers’ need for cash, which 
is only temporarily postponable. Moreover, some 
farmers are smart enough to see the inevitable com- 
ing, whereupon they decide to let the other fellow 
gamble on the last 5 per cent rise in prices. 


Pressure of Surplus Stocks 


The moral of this little sermon on hogs is that— 
while we still have a theoretically absurb relationship 
between the ceiling price of corn and the price of 
hogs, and farm bloc Congressmen are proclaiming 
that the ceiling on corn must be raised 33 cents a 
bushel—hogs are not only coming to market but 
coming in a big way. The price of hogs has been 
trending down — and quite considerably — since 
April; and at the present time the beef-shy meat 
packers are literally swamped in hogs. It won’t be 
long | ‘much more pork finds its way to the 
butcher shops. 

Throughout the spring the stockraisers were “in 
clover,” figuratively and literally. Pasturage was 
greenly abundant, and every additional pound of 
weight stored up on the grazing herds was just that 
much velvet to be available for opportunistic cash- 
ing. However, that soon-to-be-heard knocking at the 
door will not be opportunity alone but also neces- 
sity. Summer heat will seer the pastures and ranges, 
and other cattle feeds will be progressively more ex- 
pensive and less plentiful. It would take only a very 
few weeks of drought in cattle-country—whatever is 
being done or talked about in Washington—to break 
the log-jam in beef and swamp the packers in steers. 
Urban consumers, who haven’t smelled steak for 
weeks, might offer a discriminating prayer: “Please, 
God, give us rain for Victory gardens and truck 
farmers—but not for the cattle raisers!” 

There is plenty of meat-on-the-hoof—enough to 
meet all valid needs of the military forces and lend- 
lease and yet provide civilians with a much more 
ample supply than they now have. Just when and 
how fast this artificial dearth will give way, I don’t 
know; but it may well be sooner than you have been 
I-d to think. 

For a very long list of commodities—and not food 
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alone by any means—supply (or potential supply) 
is more elastic than demand, and in influence on 
price is therefore the more weighty side of the sup- 
ply-demand equation. Too much of the scare talk 
about the inflation threat—both for the war period 
and post-war—puts over-emphasis on Government 
spending and prospective Government debt, while 
making grossly inadequate allowance for prospective 
supply of commodities. 

Of course, it would be possible for an utterly reck- 
less and incompetent Government to wreck the pur- 
chasing value of the dollar, even internally, by 
unlimited monetary inflation via the machinery of 
the commercial banking system. But the question 
of whether we need fear such folly does not, in my 
opinion, merit even serious discussion. Whatever the 
temporary rise in prices—and there no doubt will 
be some further rise—it will not in any real sense 
be a flight from dollars. In 1944—and in 1946 and 
in 1950—people will regard dollars exactly as they 
regard them today: that is, money to be spent for 
needed or desirable things, within one’s means, or 
to be saved. ; 

It is apparent that, consciously or instinctively, 
the great mass of the American people hold the 
view that I advance here. The inflation bugaboo has 
been insistently and endlessly brought to their notice, 
even by the President. But nowhere is there any true 
“inflation psychology” ; and one hears this term only 
in the wishful-thinking patter of the tiny minority 
of speculators in stocks (Please turn to page 432) 
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Food Company Prospects 


Cncciilly nod 


Outlook for Baking and Milling, Dairy Com- 
panies, Meat Packers, Sugar Producers and 
Refiners, Packaged Food and Corn Refiners 


BY STANLEY DEVLIN 





National Biscuit Co.'s Ritz Crackers rolling from the oven. 


| ee food stocks are the most jogtrot sec- 
tion of the market. They are a proverb for stability 
of receipts and costs, and, even where their raw ma- 
terials were subject to fluctuations, they have built 
up a long-term practise which hedges these almost 
anticipated variations. The duty of the securities 
analyst was once to survey their packaging and proc- 
essing advantages, or publicity pressures or finan- 
cial management, or to plot the sales curve against 
the long trend of population growth and income 
gains. ; ; 

It was known that in times of prosperity the food 
industry did not gain spectacularly. Social students 
had long ago demonstrated that the portion of the 
family budget spent for food increases as the family 
income goes down, and that the surplus in good times 
is mostly spent on less necessary goods. In the depths 
of depression, for that very reason, food stocks held 
up best. 

This type of analysis is of little use today. The 
raw materials are subject to Commodity Credit 
Corporation (if it survives) conjoined with Office 
of Price Administration edicts, and these in turn are 
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complicated by open non-compliance and secret mar- 
kets. Labor, ordinarily abundant, is short, from the 
fields and the orchards, through the canneries, up 
to distribution to the ultimate consumer. Anything 
can be sold, hence the part played by advertising is 
no longer so significant. The creation of a new con- 
sumer’s money, ration stamps, has profoundly al- 
tered the demand for certain goods. There is hoard- 
ing, which is a fluctuating but powerful factor. 
There is our military demand, which in the case of 
canning takes up half the supply in all, and in sal- 
mon, for example, requisitions four-fifths. There is 
the sudden lease-lend irruption into what remains of 
ordered markets. Transport difficulties have become 
acute and so is the shortage of home deliveries, as 
with fluid milk. The excessive stocking by #ne Army 
has resulted in serious waste and then leads to sud- 
den releases. Shipping, from being excessively tight, 
has become easier, and favorably affects the supplies 
of coffee, sugar and tea. T'ax increases are impor- 
tant for the food companies, because of the relative 
inelasticity of profits. 

And yet, in this host of changes, so great is the 
recuperative power of industry and the ingenuity of 
management, that food company earnings have made 
much more cheerful reading than even the friends 
of such stocks had hoped for. Packing, baking, 
dairy companies were thought headed for declines: 
the package trade was to suffer because of pressure 
in favor of bulk purchases of unrationed goods. The 
shadow of grade labelling rested over good-will com- 
panies. It now seems dissipated. 

Between November, 1941, and November, 1942, 
(the first year of our avowed war participation) 
wholesale grocer’s inventories fell by 14%. This 
followed record crops, about 12% above the best 
crop years of the peace decade. The differential 
showed that about a fourth of grocer’s supplies had 
been taken by government demand. But more im- 
portant, since, has been the diversion of grains from 
ordinary uses to war uses. This may result in a 
shortage of feeder grains for livestock. That, how- 
ever, would not be a market factor until 1944, 
nor even a supply factor, for the cattle and hog 
population, ready for consumption, is the highest 
known. However, removal of restrictions on grain 
production (long delayed by fears caused by a dec- 
ade of subnormal prices) may do much to assure 
abundant, continuous supplies in this one field, what- 
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ever temporary squeezes are artificially induced. 

Sugar is potentially more available than ever with 
fresh shipping space, as are most tropical produce. 
Soybeans, peanuts, dry beans and other heavy foods 
and rich oil sources will take the place of labor-con- 
suming less nutritious and fancy products. Veal will 
diminish so as to allow the calves to grow up. Hogs, 
on the other hand, will be hurried to market before 
their added cereal consumption fails to show corre- 
sponding weight gains. Milch-cows continue to in- 
crease. Bread has an unfailing base in large wheat 
carry-over. Even vegetables, facing private produc- 
tion, are fairly abundant and their holdup prices are 
weakening. 

In short, except for-a few specialties the food in- 
dustry, for the period under review, 1943, can count 
on adequate supply. Some optimists even look for 
packaged grain products to compensate for the 
more expensive canned goods. That is, of course, 
not attractive for many specialty producers, as the 
profit margins are less attractive on cereals. 


The recent release of farm equipment production 
and the exemption of farm labor from the draft 
have lowered the two greatest barriers to full food 
output, which were still threats at the opening of 
1943. Fertilizer production is also fairly adequate, 
despite chemical deflection for defence. Glass con- 
tainers, while not wholly replacing tinned cans, have 
relieved the situation to a point where the available 
vegetable pack will be only 7% below 1942, canned 
fruits down 22% and canned soups, 25%. 

But here, too, the figures may be falsified by new 
developments. Dehydration has advanced threefold, 
(this is practically achieved) or over 300 million 
pounds. Whether dehydration has permanent value 
or not, it will save the pack in many commodities. In 
soups it may nearly make up the deficit: in eggs it 
is a dominant practice, and even in meats, it was 
used to counteract cargo shortages. The dry ice 
methods of quick freezing have also taken care of 
a large part of the trade that was once satisfied by 
the canneries. 

The food industries are also affected by other de- 
mands. Corn, a starch source, is a war commodity. 
The use of grains for alcohol is no longer on a bev- 
erage basis, but is a munitions intermediary. Thus, 
while grocery inventories have diminished, the whole 
story of the food companies is not given in those sta- 
tistics. Compared to 1935-1939, all food inventories 
in the United States, expressed in current prices, 
were valued in May at 45.2% more than in peace- 
time. Physical volume is tending lower for they were 
valued at 61.2% more, at the October, 1942, peak, 
but the fact remains that they are still more valuable 
than in peacetime, and by a wide margin. As prices 
are up about 40% from the 1935-1939 mean, the 
inventories, on a volume basis must still be somewhat 
above pre-war. The wholesale grocery supply has 
to be weighed against packing house inventories, fish 
stores and baker’s stocks, etc. 

Farm marketings confirm the story of fair sup- 
plies. In volume (as against pre-war) crops show 
an increase, in the first part of 1943 to about 30% 
greater and livestock at 36% more. Turnover of 
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Market Action of Food Shares 
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the retail food trade is 63% above pre-war expressed 
in prices, and is 6% above the first four months of 
1942, and not much below the absolute hoarding 
peak reached last November. It is, then, against 
abundant supplies and large scales, plus assured 
farm supplies and better manpower, despite some 
irritations and shortages, that one must forecast 
possibilities of food company earnings for 1943. 

In other words, while there is much ado about pos- 
sible shortages in feeder corn, while the butchers 
have a scant supply of meats, it can safely be as- 
serted that most of the shortages are of man’s mak- 
ing and that forces are working everywhere to alter 
the situation. Two price factors remain variable, 
of course. One is the subsidy program, and the other 
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the pressure of the farm bloc for prices reminiscent 
of the high level reached in World War I. Never- 
theless, since ceilings in the food processing indus- 
tries are permitted to correspond to such augmented 
costs, it is doubtful whether such developments, even 
if as dramatic as some sponsors wish, would affect 
profit margins. The fact that the profit margin of 
chain grocery stores is in the vicinity of 1% of turn- 
over, is typical of the industry as a whole, even the 
processors showing profit margins far below any 
other industry. To assure the supply of food, these 
conservative profits must be assured. The safety of 
the food stocks has always rested in their conserva- 
tive profit showing in the best times. They cannot be 
made targets as other industries often are. How- 
ever, if prices are boosted too high by congressional 
fiat, their turnover might be diminished by consumer 
resistance. That would be shortlived, though, and 
confined to only a few products. Hence while the 
food industries face no great earnings gains pros- 
pectively, and despite withholding tax hesitations as 
regards consuming power, it is not likely that 1943 
earnings will disappoint investors. 

The baking stocks are basically of three types— 
bread, cake and biscuit. Although the distinction is 
not always clearcut, since some of the companies have 
minor interests in other products, the dominant com- 
modity in each case determines the problems and 
prospects of its group. The tendency towards the 
consumption of factory-made bread has increased 
during the war, especially with the shifting of mil- 
lions of housewives into defense industry. Cake sales 
have gone up importantly, and while the gain in 
cookies and biscuits is less spectacular, it has fol- 
lowed suit. Flour milling companies have, of course, 
a much simpler field of operation, and they too show 
an increasing gross. Our short meat consumption, 
diminished use of fats such as butter, rationing of 
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Placing the rationed cup that cheers into corrugated 
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cheese, and general diminution of proteins are most 
easily and cheaply compensated for by cereal prod- 
ucts, primarily by wheat derivatives. Since sugar 
rationing, while not excessive for direct consump- 
tion, nevertheless limits the baking of confections and 
sweet cakes at home, sales of iced cakes and cookies 
have made their way even in areas where they were 
formerly not popular. Owing to the dexterity of 
the baking companies, substitutes are used for any 
ingredients of which there is a shortage, and in this 
the housewife cannot compete. Vanilla, saffron, can 
be imitated as to taste: most spice flavors can be re- 
produced almost perfectly. It is a normal phenom- 
enon in every war that the desire for variety in taste 
grows along with the increase of rationed items. 
Hence the tendency of baking sales must be upwards. 


Flour the Ideal Relief Food For 
Postwar Reconstruction 


Flour is in a more privileged position. First, it is 
the favorite purchase of governments for relief. If 
lease-lend aid is to be effective, the greatest nourish- 
ment for the least bulk is afforded by flour. It is a 
better export than wheat, both as to cargo space and 
ease of distribution and immediacy of use. The Army 
consumes abnormally large quantities. Selling prices, 
so far from being adversely affected by rising wheat 
prices would, on the parity ceiling premium basis, 
probably be assisted thereby. Certainly the ceiling 
policy, by reducing the need for so much costly hedg- 
ing by the millers, ought to reduce carrying costs. 
Selling costs, though small in flour, was a larger item 
than at present, especially in cake flours and ready 
mixes. Distributing economies, especially in fuel and 
labor, plus ceiling advantages, were the reasons why 
profit margins have increased in 1942 and continued 
to improve in 1943. Every factor that increased 
them then is still operating, and to a greater extent. 
In special cases, where heavy caloric production is 
featured, as with Cream of Wheat, it is possible that 
sales may get out of a long-term steady level and be 
permanently higher. The revival of investment in- 
terest in National Biscuit is merited, particularly as 
slight gains in earnings seem indicated for 1943 
and beyond. 

The dairy industry, although based on fluid milk, 
has become increasingly diversified, especially in the 
last few years. With the cessation of cheese imports, 
and really impressive gains in the technique of cheese- 
making, sales of this by-product have become im- 
portant. Icecream has increased in sales per capita 
according to some estimates, more than any other 
single food. A large part of the dairy industry has 
concentrated on condensed and evaporated milks, for 
long storage. Lactic acid ferments and other health 
products, from being mere whims are now featured 
as good revenue aids. The industry has also distrib- 
uted chocolate milks on its route deliveries. This 
diversification has been kept where it is by the war, 
but basically the industry can no longer be consid- 
ered only from the viewpoint of fluid milk earnings. 
Hence the recent rationing of butter and cheese, and 
the quasi-official orders to mix ice cream with sher- 
bets are measures intended to prevent the rationing of 
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fluid milk. The production of about 60 million tons 
is some 10 million tons short of civilian, lease-lend 
and Army requirements. Hence the fancy aspects of 
the industry (and incidentally the most profitable) 
have been reduced in order to maintain the least 
profitable—fluid milk—supply to the consumer. 

The countervailing tendencies, however, have pre- 
vailed over even this basic change in the balance of 
profit margins. The reduction in solid milk in ice 
cream permits higher profits on the resulting 
product. Prices have risen more than feeder and 
labor costs so that for the earlier part of the year 
earnings improved. Recent evidence indicates that 
this tendency, though weaker, will continue into the 
latter part of the year. All in all, 1943 earnings 
should be better than in 1942: on a rough estimate 
from 5% to 10%, and in special cases, like Beatrice 
Creamery, where preferred rearrangements are fa- 
vorable to the common, this may make an even better 
showing. Canned milk producers, like Pet, are ad- 
versely affected. 


Dairy Products Advance In Long-Term 
Investment Position 


In their search for better profits, certain com- 
panies, such as Borden, have gone in for coffee ex- 
tracts and powdered soups and eggs, and branched 
out into the competitive fruit juice trade but none of 
these products, in which they are not dominant, can 
begin to rival their principal manufacture, butter, 
limited under present modest ceilings. The restric- 
tion of deliveries to every other day may be a com- 
pensating factor. At any rate, the dairy companies 
have come through a difficult year handily, and the 
long-term investor knows that at a reasonable price, 
the dairy stocks have moved into the investment cate- 
gory. For a long time, their excessive capitalization 
in the 20’s had thrown some doubt on their desirabil- 
ity for conservative portfolios. The upward indica- 
tions for earnings this year, without any speculative 
behavior on the part of the companies, is an invest- 
ment augury. 

Demand for meats has increased greatly by rea- 
son of war needs. Soldiers are given abundant beef 
diets. The larger numbers of men and women en- 
gaged in heavy mechanical production has put de- 
mand up to far beyond pre-war. Increased consumer 
income generally has favored this comparatively 
dear food. Against this unprecedented demand, the 
government was compelled to initiate rationing, and 
later to increase the severity of the rationing. 
Though the shortages are largely artificial and could 
be remedied by a stable policy, they have not ma- 
terially lowered the packers’ earning position. Be- 
fore taxes their operating income fell merely from 
3.4% of net sales in 1941 to 3.3% in 1942. Tax- 
ation affected them sharply: their net income after 
taxes was cut from 1.5% to 1%, resulting in a 
reduction of some preferred and common dividends. 
Owing to the quick turnover, it is always possible 
for the packers to make speedy recoveries in earning 
power. That they will handle from 15 to 20% more 
meat in 1943 than in 1942 is a foregone conclusion. 
If slaughterings can be increased, by breaking down 
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the resistance of obstinate stockmen, total volume 
may rise to more than 25% above 1942. 

Recent declines in meat prices on the hoof, while 
cereals have been skyrocketing, suggests that some 
such development is pending. If this increased vol- 
ume is effective, and with excellent profitable foreign 
business increasing, it is possible that the packers 
may reverse last year’s showing and have a better 
year even than 1941. If ceiling prices are fixed on 
livestock then the profits of the meat companies may 
even be impressive. 

With so many ifs and buts, one certainty remains, 
and that is that 1943 profits will exceed those of 
1942. Cudahy is somewhat adversely affected by 
tax factors, Hormel is a beneficiary of government 
orders for its compact canned products and Morrell 
is especially favored by the hog situation. Swift 
will be a steady earner with few possibilities of gains, 
that is unless all the fluctuating probabilities work 
out in its favor but Swift Internacional, their South 
American affiliate, is helped by the high rate of Ar- 
gentine pesos and the certainty of large continued 
shipments to the United Kingdom. A factor common 
to all packers is the quick sale of civilian meats 
because of rationing: there are few losses on spoilage 
or shrinkage due to the rapidity with which arrivals 
of meat are taken up by the butchers. 

Sugar stocks, long in disfavor, have met with mar- 
ket popularity lately, despite the fixed price level. 
If shipping facilities céntinue to improve, it would 
be possible to raise the production quotas for the 
Cuban crop, and there is some responsible talk of an 
end of sugar rationing in the United States. Hence 
the Cuban companies, which were so adversely af- 
fected this year by the reduction of their marketing 
quotas, as against rising costs, ought to show up 
better in the latter part of 1943. It remains im- 
probable, though that this will lift their annual 
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Traveling belts carrying Bond Bread from the cooling racks 
to the slicing and wrapping machines. 
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showing above that of 1942: it is rather a promise record possibilities, and even at 3.74 cents a pound, sul 
for the full year 1944. The increase of British de- which is held unsatisfactory, they would almost the 
mand, now restricted by shipping difficulties, will equal their 1942 showing. A reduction in ocean thi 
be an aid to earning recovery. freights might considerably aid net showing. Once pe 

The Porto Rican companies are much nearer their the government thinks it wise to raise sugar con- th: 
or 
ing 











Position of Leading Food Stocks 


1936-39 
Book Net Quick 1936-39 1942 1943 Average 1943 Divi- Invest- 
Value Assets Avge. Net Net Est. Net Dividend dends ment COMMENT 
Company Per Sh. PerSh. Per Sh. Per Sh. Per Sh. Per Sh. to July 1 Rating 
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Amer. Crystal Sugar.. 46.80 9.97 1.97 1.94Moar 1.95 1.13 0.50 cl Prices permit sustained be gl margin, but reduction 
of crop likely, and principal source of continued net 
may be sales out of inventories. Regular dividend 
seems safe. _ 


Amer. Sugar Ref'g......147.43 (D) d0.52 1.47 1.45 1.31 1.50 B2 Refining operations increasing in volume and in regu- 
larity. Possible increased supply of raw sugar seems 
— Last half year gains aids generous dividend = 
policy. w 


w Beatrice Creamery.... 38.93 4.38 2.10 3.52My'43 3.90 1.25 0.50 C-++1 Reduction of preferred charges helps this steady gainer. 
Ice cream sales permit of larger profits. rospects 
above average for dairy group. ividends could be — 
increased. G 


w Beechnut Packing ...... 48.93 34.98 5.97 6.02 5.80 5.81 2.00 A-+-2 Shortages in materials for some specialty products 
should reduce net income slightly, but first-class man- 
agement, finances and quality of goods, make investment — 
status high as ever. ¢ 


ON | aisieermwersceers 27.45 10.82 1.64 1.91 2.10 1.50 0.60 Bl Diversification and popularization of new products plus 
distribution economies should lift 1943 earnings, aided — 
by tax credits. Dividends could be increased if con- t 
servative reserves are utilized. 


Calif. Packing Co....... 48.52 16.67 1.90 2.74Fe 2.70 1.19 0.75 C+2 Despite efforts counteract labor shortage, possible pack 
may work smaller. Canneries in fish trade still ham- —_ 
pered. Despite this feature, margins and Army de- l 
mands should almost sustain net. Dividend assured. 


Cent. Aguirre Assoc... 25.62 10.16 2.89 2.48} 2.40 2.13 0.75 B2 Shipments may slightly exceed last year's, but increased 
e roduction costs tinue. Partial offset by ship char- ——- 

tering economies likely. Under shadow of new Puerto I 

Rico land law. Dividend secure. 


Cont'l Baking ‘'A*’...... (D) (D) 2.94 1.46 1.70 None 0.50 Cl Rapid gains in fancy bread and cake products and 
higher nct per sai~, indicate profits perhavs 20% high- — 
er. However basic geen still speculative until im- ws 
provement continues for several years. 


w Corn Products Ref'g.. 30.18 7.57 3.22 2.75 2.70 3.19 1.30 B2 Operating at capacity with some difficulties of obtain- 
ing certain local supplies. Cornstarch production essen- — 
tial to war effort. New uses of corn may aid peace- wl 
time sales. Dividend unquestioned. 


Cream of Whect.......... 5.96 4.71 2.06 1.54 1.60 2.06 0.75 C+1 Need for concentrated high caloric foods contains this - 


hi rade producer. Wheat cost rise may be offset 
pat ater A economies. Dividend safe due to reserves. 


i BOT cescecs cece 48.42 24.50 4.69 4.92+ 4.70 2.63 1.00 C+3 Improved shipping situation due to submarine defeat 
setiatheineel should ease Cuban crop quota and improve trade to _ 
Britain. 1944 earnings should be aided plus accumu- 

lated benefit payments. Dividend safe. 


UGA ...-..000 (D) (D) 0.08 2.64 2.25 None __......... c3 Reduction of about a sixth in preduction reduces sales - 
wens while costs rise. Company should soon benefit by re- w 
duction suger carryover. Improvement will come 
next year. Dividend is covered for 1943. 


neral Baking .......... 10.36 (D) 0.87 1.02 1.10 0.84 0.45 c+ Improvement in bread demand continues and company's 
ou ” leading position gives it full benefit of advance. Taxes 
limit upward tendency. Dividend should be increased. 


Armour & Co. (Ill.).... 20.31 (D) (D) 1.89 2.00 |S ane eee cl Subsidy favors higher earnings in latter half of 
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psaphastion ° D) (D) 5.93 5.70 1.09 sabbsnee C+2 Latter half year may compensate for meat uncertain- = 
RE ee ad , ties first six months. By-products active. Dividend pay- 


ments should soon be resumed. 


iS Piacsonctoce 25.42 11.95 2.05 2.38 2.50 1.31 1.00 B2 Specialized canned preducts leads to large Army and in 
wetieandieceiuili iendtene sales, though soup items lag slighty. Good- 
wilt company with steadier than average earnings. 


SABRE i 7. 2.07 3.97 4.00 1.60 0.50 B2 Dependence on hog supplies and cheaper hogs have 
een eee = iia combined to impreve earnings. Subsidy program aids. re 
Pet foods sustained despite war. 


ES dtaspbooncase , .07 1.02 2.89 2.75 1.35 1.20 B3 Largest world producer has balanced hitherto low 

ne ee Se _ = pee supplies with conning and dehydration sales to 
> pm but should begin to reflect increasing sup- - 

plies. x 


i .70* -00* -43* -95* 3.00 2.42 1.00 B2 Benefits by stro Argentine exchange which should 
a ee ere vic ‘ , lead to ae dividend. Can benefit more than any pro- 
ducer by improved ocean shipping situation. - 


Rpiaessbens 4 J 0.25 2.70 2.70 0.28 sestne C+2 Recent refinancing aids capital situation. Common stock 
ee o> _— in within sight of dividend resumption as preferred ar- 
rears lessen. Favored by general meat situation. 























(D)—None applicable. j—July, ‘42. $—June, '42. *—Pesos converted at 4 to a $. w—Attractive for yield. x—In line for market appreciation. 
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und, sumption to about 100 pounds per annum per head, reverse of the rationing policy. There can be no 
nost the sugar companies will show earnings perhaps a cheaper way of obtaining fuel foods for workers in 
cean third above 1942. On this basis their earnings pros- heavy industry. 
Ince pects for early 1944 would appear bright. It seems The refiners had to produce in spurts, with long 
con- that the need to give our factory workers, large cal- shutdowns, owing to the tight supply situation in 
oric nourishment this winter, to compensate for heat- 1942. Once production is resumed at an even rhythm 
=> ing food shortages in colder climates, may result in (and that seems to be the case this year) the satis- 
a liberal sugar policy and even result in the very factory earnings margin (Please turn to page 432) 
- s es e 
Position of Leading Food Stocks—Continued 
1936-39 
iction Book Net Quick 1936-39 1942 1943 Average 1943 Divi- pan 
1 net Value Assets Avge. Net Net Est. Net Dividend dends COMMENT 
idend Company Per Sh. PerSh. PerSh. PerSh. Per Sh. PerSh. to July 1 Rating 
w General Foods ............. 15.60 8.62 2.43 2.50 2.80 2.13 0.80 BI Cc has adapted itself to new demands in cereals 
regu- and frozen foods and unrationed items. Aided also by 
— increased purchasing power. Dividend could be raised. 
le 
w General Mills ............ 58,09 14.16 4.93 6.06My 6.40 3.13 3.00(E) A2 Participates in switch to cereal foods oueen ¢ yee 
Foods, Army, relief orders all at peak. ior posi- 
jiner. tion. Conservative dividend policy could pee be lib- 
go eralized. 
e 
Great Western Sugar.. 14.43 10.43 2.64 1.94Fe 1.90 2.88 1.50 c+ Freight cost savings by zoning system important econ- 
omy. Beet labor shortage problem may be coped with. 
ducts Sales out of stocks continues high. Dividend margins 
man- close. 
ment 
Guantanamo Suger...... (D) (D) d0.21 1.51Se 1.30 None ___......... c3 Suffers from 16% reduction Cuban crop quota. Prices 
stable, costs and taxes higher. Turn for the better not 
wer likely until next year. Good leverage position. 
lide 
con- Hershey Chocolate...... 11.17 13.60(c) 3.61 5.62 4.80 3.15 1.50 B3 Sugar, chocolate situation, plus rising costs, make near 
term pr =. poor, nor does improvement early 1944 
a seem like Sound finance and post-war trade suprem- 
pest acy utlitas dividend continuity. 
am- 
de- Lib., McN. & Libbey.. 11.28 5.90 0.39 0.90Fe 0.80 0.60 0.45 c3 Reduction in vegetable and fruit packs indicated while 
3 costs remain high and ceili — complete recov- 
ery added expense. No basis for second half dividend 
pee disbursement. 
har- 
erto LiGO SAVOFS ...0000005-2005005 13.06 10.05 2.80 2.76 3.00 2.48 0.80 B2 Dominant company in small d ti De- 
spite sugar situation has done —_ Soreiaiog flavors 
— with sales appeal. Advertising sustained. Dividends 
ged could be raised. 
1 ° 
im- w Loose-Wiles. ................ 32.69 7.17 1.59 3.98 4.10 1.41 0.50 B2 Government orders pone large income at minimum 
costs. Sales to civilians mounting. Wheat supply am- 
— , ple. Flavor problem overcome. Dividend position im- 
ain- proving. 
sen- 
ace- w National Biscuit .......... 14.58 1.74 1.68 1.38 1.50 1.65 0.60 B2 Dominant producer recovering high investment standing. 
Volume gains bring about higher net. Return to peace- 
this time earning power looms. Dividend policy generous. 
is 
fset National Dairy Prod.... 17.15 (D) 1.80 1.95 2.10 1.13 0.40 Bl Moaufactured articles section goes ahead while fluid 
ves. milk sales are stabilized. Operating economies aid. 
=r Reserve policy careful which limits upward net earnings 
“4 tendency. 
mu- ing... .09 13.83 0.19 2.96 3.10 1.63 0.75 cl Second refiner in favorable position due to increased 
ar Sar ee bs continuity and volume of processing. Faces possible in- 
= crease in deliveries. Plant reductios cuts overhead. 
ales 
ree =f ow Penick & Ford.............. 31.3 15.19 2.83 4.36 4.50 3.06 1.50 B2 Second corn refiner o tes at capacity and faces con- 
me se " . stantly increasing coe cules costs — these are 
recoverable only slight gains are possible. 
y's Wee EN i sicccscsitevececnsuad 32.42 10.69 2.04 3.08 7.40 1.13 0.50 C+3 Canning situation diminishes civfian possibilities of this 
xes prime producer. Post-war foreign demand should be 
ed. enormous. Earning recession temporary, dividend secure. 
of ee ee 42.09 17.60 1.85 1.89My 2.00 1.60 0.75 BI Popularity of packaged cereals, biscuits, bread, 
ock ew ee ” feeds. for military ar Tae un ae ee 
ndency seems gaining. View fundamentally strong 
a sales dividend eae ‘Teach peace-time basis. 
uin- 
ay WOR scccactss 16.64 0.33 1.29 2.22 2.40 1.03 0.50 BI Company features a: and more costly baking 
ae items which have become pular oR. fo surplus 
ae spending power. Dividend am a $1.75 this year. 
od- ee 32.35 10.73 6.15 4.64Je'42 5.20 5.75 2.00 C+1 -Chief beneficiary of nation-wide popularity of packaged 
veer oe “ cereal products which tendency ts still broadening. 
— Profit margin seems held despite grain rise. Attractive 
om on yield basis. 
s. 
So. Porto Rico Sugar.. 36.25 10.44 2.28 4.89Se 4.70 2.14 1.50 C-+3 Shipping improvement specifically benefits company. In 
— stron ~4 position in respect to new Puerto Rico land law. 
ow British export possibilities gaining. Dividend can be 
to maintained. 
ap 
x Standard Brands ........ 4.69 1.97 0.74 0.50 0.70 0.74 0.10 C+1 Aggressive management and carefully planned acquisi- 
— tions have recently improved company's basic earning 
uld power. New health products emphasis helpful. Building 
ro- up for peace good-will expansion. 
— United Biscuit ............ 11.61 (D) 2.15 2.61 2.70 1.34 0.50 BI has tained its relative position in an ex- 
ck baer omy group. Large military and lease-lend orders 
ar apparently increasing. Peace-time dividend basis could 
be restored. 
nm. (C)—Assuming conversion of preference into common. (E)—Fiscal year. 
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BY E. A. KRAUSS 





R EFLECTING the importance of oil in war and 
peace, oil equities have continued to act rather 
better than the general market although inter- 
est of late has shown signs of becoming more 
selective. The majority during recent indecisive 




















Triangle 


Setting a Surface Casing in the Byron Jackson Links at the 
West Montebello Oil Field. 





market periods held closely around their highs, 
their inflation-hedge characteristics, together 
with growing stability of war-time earnings, appar- 
ently forming an increasingly solid market founda- 
tion as the industry is consolidating its position 
under war-time conditions. on 

In spite of its inherent stability, the oil industry 
has by no means been free from the engulfing in- 
fluence of the world conflict. Since the war began, 
its problems ranged from progressive shortage of 
manpower and materials, disruption of transporta- 
tion and the inflexibility of prices to continued 
shrinkage of civilian markets and the necessity of 
revising operations from the well to the filling station 
in order to supply the needs of a peace and war mar- 
ket. Many of these problems have now been solved 
or are nearing a solution; some still plague the in- 
dustry in defiance of its most determined efforts. 
In the main, however, the industry’s war-time role 
has taken concrete shape and with it a somewhat 
clearer picture of the outlook, both more immediate 
and longer range. 

As to the nearer term prospects, earnings for the 
year are expected to vary but little from last year’s 
results. Then, under the combined impact of re- 
stricted civilian consumption, higher war-time costs 
and increasing taxes, net earnings fell some 25% 
below those of 1941. During the first half of this 
year, sales were running somewhat below 1942 but 
the full year volume should be about in line with 
last year’s, aided by rising demand during the sec- 
ond half. This improvement is expected as the result 
of steadily ascending industrial and military de- 
mands, more than offsetting the effects of increas- 
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ingly stringent rationing. Any relaxation of the 
latter, following the improved transportation outlook 
after completion of the new pipe lines, no longer 
appears probable as heavier shipments are easily 
balanced by greater needs. In fact, sharper ration- 
ing is promised by official quarters as military de- 
mand is likely to rise considerably in the months 
to come. 

On the whole, this year’s volume should at least 
equal that of 1942; in some quarters it is expected 
to run from 5% to 7% higher. In view of this, there 
exists at present no basis for anticipating any 
marked betterment in company earnings. The pic- 
ture may change, of course, should the OPA be 
forced finally to acquiesce in the demand for higher 
crude oil prices. On the average, refinery product 
prices still compare satisfactorily with those of a 
year ago. The main threat to margins is the pros- 
pect of some further reduction in gasoline yields in 
order to step up fuel oil yields at the refineries to 
meet the growing requirements for this type of 
product. However, chances of a moderate earnings 
increase are not entirely precluded. In the main, 
they must be sought in the field of specialized mili- 
tary production. There, output of toluene for the 
manufacture of explosives continues at a high rate. 
Production of high-octane aviation gasoline is soar- 
ing as more refineries are being completed and put 
into operation. Output of butadiene from oil is 
constantly mounting as our synthetic rubber pro- 
gram swings into high gear. Thus companies active 
in these fields stand a better chance of improving 
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over their 1942 results. 

Crude oil producers, too, are in a favored position 
as crude production continues on the upgrade. For 
July, a daily production quota of 4,328,500 barrels, 
for all pretroleum products, has been certified by the 
PAW;; this is an all-time high and compares with 
actual daily requirements in 1942 of 3,950,000 bar- 
rels and an average of 3,830,000 barrels produced 
daily during the first quarter this year. It represents 
a very sizable increase, considering the industry’s 
reserve position ; with the continuation of this trend, 
the excess productive capacity with which the oil 
industry entered the war, will have disappeared en- 
tirely by the end of the year unless prompt remedial 
action is taken. It brings into sharp relief the prob- 
lem of dwindling oil reserves and the consequent need 
for stepping up new drilling operations. 


Peril of Oil Shortage 


Since the war, the latter was severely curtailed by 
lack of materials and equipment, and perhaps more so 
by the absence of an adequate price incentive. Short- 
age of equipment, meanwhile, has been eased by higher 
materials allotments for their production ; the matter 
of price incentive, however, continues unsolved with 
the OPA adamant in its interdiction of higher crude 
prices. The situation is potentially dangerous, a fact 
freely admitted by Oil Administrator Ickes. If un- 
relieved, it may eventually affect the war effort. 
Based on existing conditions, the trend of new oil 
discoveries and the present transportation system, it 
is probable that 1943 demands can be met but 1944 
production may fall about forty million barrels be- 
hind estimated requirements, even if drilling and 
“wildeatting” should continue at a normal rate 
which is not now the case. It would mean the intro- 
duction of secondary recovery methods in many 
areas, and as a corollary, higher production costs. 
Hence a reversal of the secular downtrend ®f prices 
of petroleum products appears almost inevitable; it 
will be an absolute certainty, in the opinion of oil ex- 
perts, if drilling activity continues below par. To- 
day, known recoverable oil reserves, at current rates 
of production, are estimated to be good for twelve 
to fourteen years. At a slower, and hence more eco- 
nomical rate of exploitation, they should last some 
twenty years. New drilling, of course, is bound to 
add to present reserves but for the duratiun of the 
war and at least for some time thereafter, the supply 
situation will be much more favorable to the mainte- 
nance of a higher level of crude prices. In the long 
run, consumption of petroleum products is certain 
to overtake supply, despite very considerable savings 
in crude oil growing out of the use of modern crack- 
ing processes and other technological advances. One 
potent reason for this trend is the ever-widening 
market for petroleum products. 

Because of the long-term rising trend of produc- 
tion and sales, oil equities have always been regarded 
as “growth” stocks. Since product prices at times 
were unsettled, oil stocks often fluctuated rather more 


widely than the general market and even the higher 


grade oil equity was believed to carry a certain 
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speculative element. As the average return on in- 
vested capital was relatively small, cash dividends 
usually were less than those of many industries. In 
spite of these factors, oil shares have been investment 
favorites; they should become more so in the future 
as the speculative element should become smaller, re- 
flecting the change in basic conditions as outlined 
above. There are other reasons why oil equities are 
almost universally well regarded. Profits on the whole 
were rather less affected by war conditions than those 
of many other industries. Moreover, there is virtu- 
ally no reconversion problem. Another characteris- 
tic, useful to investors especially under present con- 
ditions, is the industry’s ability to resist the effects 
of important contractions in general business. In a 
period in which the general business outlook is un- 
certain (and such a situation might develop in the 
later stages of the war and after its termination), 
this stability would be a highly desirable investment 
quality. The tax position of the industry is better 
than that of most others; its labor ratio is low and 
it has thus been remarkably free of labor difficulties. 
By the same token, costs are likely to rise less rap- 
idly than the general price level during a period 
of inflation. 

Since the war, the industry’s refinery capacity has 
undergone tremendous expansion. Something of its 
magnitude will be appreciated if it is realized that 
it has been crowding into a relatively short period 
the equivalent of nearly ten vears’ normal invest- 
ment in new plant facilities. Normally, the refinery 
industry, handling about four million barrels crude 
oil daily, required an average investment of from 
$110 to $120 millions annually in new plants to 
keep up-to-date. While the exact size of the in- 
dustry’s investment in the (Please turn to page 435) 
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Book Net Quick 1936-39 1942 
Value Assets Avge. Net Net Est. Net Dividend dends ment COMMENT 
Company Per Sh. Per Sh. Per Sh. Per Sh. Per Sh. PerSh. to July 1 Rating 

x Amerada Petroleum.... 24.49 3.69 2.30 4.15 4.50 2.00 1.50 Al Large reserves, improved transportation and stepped-up 
drilling activity bolster outlook. Though higher earnings 
are ble, maintenance usual $2 dividend appears 
likely. 

Atlantic Refining 66.30 4.61 2.79 2.33 1.85 1.41 0.30 C+3 Loss of civilian business only partially offset by expan- 
sion of aviation gasoline output but strong position in 
Eastern U. S. assures good long-term outlook. 

x Barnsdall Oil ......... 8.20 1.66 0.97 1.26 1.40 0.93 0.30 C+1 Higher crude oil output, improved transportation and 
continued satisfac profit margins indicate moderate 
improvement in earnings. Long-term outlook good. 

Continental Oil 25.54 5.20 1.87 3.19 2.90 1.25 0.50 B2 Fully integrated. Excellent trade position and large 
crude reserves enhance outlook though rationing repre- 
sents restrictive near-term factor. 

Be RE UE Sissceevvcctacens 41.38 9.18 2.38 2.53 2.70 1.13 0.50 A2 Strong operating position. Large crude reserves. Leading 
in research. highly intergrated. Prospects of moderate 
earnings improvement assures continued extras. 

Humble Oil ............ 37.80 (a) 4.08 3.25 3.40 1.88 0.75 A2 Strong marketing affiliations, large crude reserves as- 
sure future growth. Greater participation in specialized 
war production presages moderately higher earnings. 

w Mid-Cont'l Petrol. ...... 35.55 16.47 1.85 3.29 3.30 0.96 0.40 B2 Expanding military ey notably lubricants, bolster 
near- .% u L 4%, 





term prosp of crude reserves in 
strictly prorated areas tend to restrict growth possi- 





Gio CI ..-.-...cccceees 


1.30 


0.29 


1.74 


1.80 


0.45 


0.25 








bilities. 

Rising crude luction, increasing output of aviation 
ine, g profits from pipe line operations assure 

well-maintained earnings. Long-term outlook good. 





Panhandle P. & R 


0.15 


0.04 


0.15 


None 


0.10 


C2 


Operates in Southwest. Record improved since 1938 re- 
organization but no mark improvement in earnings 
anticipated over the nearer term. 





x Phillips Petrol. ...... 


(a) 


3.42 


2.92 


3.00 


2.31 


A2 


Large reserves. Efficient operation resulting from ex- 
tensive research. Long-term outlook excellent. Refinery 
expansion aids near-term profit outlook. 





w Plymouth Oil ........ 


(a) 


2.37 


1.69 


1.90 


1.34 


0.50 


Large reserves impart outstanding possibilities to fu- 
ture property development. Efficient operation enhances 
war-time profit outlook. 





ten dhe ee 


(a) 


1.33 


2.47 


2.50 


0.13 


Military needs sustain operations. Reserve, refinery and 
tre ion situation excellent. Increasing integration 
enhance post-war growth prospects. 





Seaboard Oil of Deli... 


7.56 


(a) 


1.72 


1.19 


1.20 


0.50 


B2 


Well established trade ition, substantial reserves, ag- 
ressive exploration policy characterize future outlook. 
table near-term earnings anticipated. 





Shell Union ............ 


(a) 


1.12 


1.29 


1.60 


0.61 


0.40 


A2 


Large integrated company. Very active in specialized 
wear production. Should participate fully in cyclical in- 
dustry growth. Increased efficiency assures better than 
average profit trend. 





Sinclair Oil 





21.38 


0.56 


0.94 


1.50 


0.50 


B2 


limits appeal bat ove: 
le re- 


Less than average integration 
all earnings will be aided by relatively f 
turns from tank car and pipe line operations. 





“Te Eee 


(a) 


3.94 


5.74 


5.75 


0.81 


0.75 


B2 


Relatively small but well integrated unit, with adequate 
crude reserves and large refining capacity. Earnings 
should Lae high but further conservative dividends 
expected. 





Socony-Vacuum 


3.30 


1.40 


0.99 


1.00 


0.63 


0.25 


A2 


Large international operator. Disruption of Far-Eastern 
operations limits appeal but near-term domestic outlook 
improved by increased military takings. 





x Standard Oil, Calif... 


44.99 


4.09 


2.14 


2.35 


2.50 


1.40 


0.85 


A2 


Leading Pacific Coast oil concern. Strong military and 
industrial demands bolster sales, earnings. Good cost 
co . large reserves, strong trade position enhance 
future outleok. 





Standard Oil, Ind 


10.84 


2.89 


2.90 


1.74 


A2 


L + Middle West oil eperator. Ex ing war pro- 
duction offsets curtailed civilian business. — pros- 


pects excellent. Reserve position steadily imp: : *-~ 





x Standard Oil, N. J 


(a) 


3.88 


3.06 


3.10 


1.63 


A2 


Foremost American oll company. Outstanding facror 
abread. Rationing severely affecting domestic sales but 
J ll —eey mitigating fector. Leng-term outlook 
excellent. 





Standard Oil, Ohio 


(a) 


4.22 


1.50 


B3 


beg | @ refiser and marketer, rationing cut earn- 
ings but latterly gradually offset by military demand. 
Excellent trade position enhances peace-time outlook. 





BOR ADE crnserssseccsrcsinw 


4.39 


2.73 


2.91 


3.00 


1.00 


Good earni record. activities impor: 
tant, accounting for about one-fifth of income. Ample 
reserves, enlarged facilities, extensive pipe line enhance 
future prospects. 





BR URNOE GD, cscccscviceress 


6.05 


3.58 


3.22 


3.00 


1.94 


1.50 


A2 


Rationing affects earnings but decline should be mod- 
erate owning to expanding military production. Large 
reserves, strong trade position assure further long- 
term growth. 





Tidewater Assoc. nee 


w Union Oil of Calif 


(a) 


1.36 


1.32 


1.40 


0.86 


0.30 


B2 


Fully integrated. Rising war production offsets effects 
of civilian curtailment. Extensive development program 
assures well-balanced future operations. 





1.68 


1.19 


1.25 


0.75 


BI 


Has strong West Coast trade position. Military needs 
sustaining sales. Peace outlook encouraging. Long-term 
uptrend assured. 








(a)—None available because of excess prior obligatiens. 
following Investment Rating denote earnings trend as follows: 


for appreciation. 
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Key to Investment Ratings: A—High grade; B—good; C--—Fair; C—Marginal. 
(1) upward; (2) steady; (3) downward. w—Recommended fer yield. 


Figures 
x—Recommended 
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VARYING OUTLOOK FOR LIQUORS 





















































nm’ BY GREORGE W. MAT HIS pinnninens 
y expan: 
sition in 
tion and ° . 
soderate IGHER taxes and the effect of the Government’s ent system of dealer rationing, they can be extended 
a teas alcohol program on earning power constitute the over a probable period of four years. They can, 
g repre- principal nearer term elements influencing the mar- and probably will be further stretched, should it 
a ket action of distillery stocks. However, at all times, appear likely that the ban on liquor production will 
eadi a me be . * ; ae = . . : 
be woe they are subsidiary to one basic factor, that is the continue over a very protracted period. 
| duration of the war. In spite of their worries over.exhaustion of sup- 
pelalized Since last October when the WPB halted all plies, the whisky companies today are doing su- 
‘arnings, manufacture of distilled beverages, major distillers perbly well. Instead of fighting fiercely for markets, 
bolster have been operating 24 hours a day on production they now endeavor to hold down sales, sharply rising 
h possi- of industrial alcohol for military purposes. The m the wake of greatly expanded purchasing power. 
~ effect of this diversion of capacity on individual com- Thus liquor sales henceforth will run well below the 
aviation . ‘ll vary iderably. Those holding large record 1942 levels but lower selling and promotional 
; assure panies will vary considerably. ose holding larg g and promotiona 
soa inventories of straight whiskies, such as National expenses, and greater concentration on more prof- 
938 re: Distillers and Schenley, will be more favorably sit- itable brands are widening profit margins consid- 
uated than others who for blending purposes depend erably. On this basis, and with industrial alcohol 
com ex on the rapidly contracting supply of spirits. While shipments up materially, 1943 earnings should con- 
ner ° 4 . y , y wo . : : 
7 had been hoped that distillers would be granted tinue well above last year’s despite restrictive taxes. 
it hac P di 
to fu- occasional brief holidays from alcohol manufacture The latter are always in danger of being increased 
eee to replenish their liquor stocks, expanding alcohol which may severely cut into earnings; however any 
aos needs and grain shortages make this very unlikely future upward revision is not likely to materialize 
gration despite recurrent rumors to the contrary. This pros- in time to affect 1943 results, unless made retro- 
ee pect has completely altered the outlook for the active. ae 
utlook. industry which prior to the war had reached the Fortunately, most distillers have accumulated sub- 
point where future output was to be geared virtually stantial inventories which, properly stretched and 
gt to replacement demand. Instead, distillers now face 1 conjunction with income from alcohol output, 
adie a fairly rapid depletiton of their accumulated stocks should amply «ssure maintenance of current divi- 
e ° 14° ” 7. ° * 3° ° ° 
_ and, after the war, a period of rebuilding them, dend rates. National Distillers entered the rationing 
wi ve hd bd ~ MS ro 4 . : - = 
etl entailing a more or less painful slump in sales. Its period with stocks of some 68 million gallons, Hiram 
length and severity depends entirely on the duration Walker had 68.92 million and Distillers-Seagrams 
lequat : ’ “1: rg x: an agi 
equate sk Tin eae wank. . 80 million gallons. Schenley’s are also believ ed large 
—— At the start of 1943, liquor stocks had fallen though no recent figures are available. For the 
memes below 500 million gallons, lasting about 214 years duration, then, earnings promise to hold up quite 
putlook at current high consumption rates. Under the pres-_ well, provided that really (Please turn to page 430) 
ry and 
A cost 
nnance 
Position of Leading Liquor Stocks : 
1936-39 
f- Book Net Quick 1936-39 1942 1943 Average 1943 Divi- Invest- 
_— oe Value pth Avge. Net Net Est. Net Dividends dends ment COMMENT 
= aa Company Per Sh. PerSh. Per Sh. Per Sh. Per Sh. PerSh. to July 1 Rating 
facror i i 
A .  : 0.20 0.20 0.26 0.05 C-+2 Sole American agent for Angostura Bitters. Earnings 
les but Angostura-Wupperman 2.00 1.57 0.23 have been small but fairly constant in recent aan, 
putlook . and may so continue despite the effects of war on 
operations. Finances are sound. 
Oh ced , 1.25 d0.12A d No None C-+1 Distributor of wines and liquor. Past earnings record 
mand. Austin Nichols ............ —_ sa a ° “i jl poor but should improve somewhat in line with better 
itlook. margins in the liquor trade. Large arrears on Class 
“ra *"A’’ stock preclude payment of common dividends. 
Ample ane 5 3.35 5.7531 6.00 0.87  1.11(b) B1 | Near-term earnings should hold up well, with industrial 
hance w Distillers Corp.—Seag. 31.22 aie alcohol output rising. Synthetic rubber activities (from 
alcohol) have long-term possibilities. Usual $2.00 divi- 
dend expected. 
cone ks of straight whisk h 
istillers ...... . . . 3.37 3.50 2.37 1.50 BI Large stocks of straight whiskies enhance outlook. 
fong- w National Distillers . saad ae 7" Sirens trade position assures excellent post-war possi- 
bilities. Maintenance of $2.00 dividend held probable. 
ffects " “ . 
paves 1 26.33 4.26 4.63A 6.75 1.81 1.00 BI Leading domestic distiller with large interest in wine 
gram Schealey Sletiiors med . . industry. War-time earnings should be well maintained 
and heavy inveatories assure successful maintenance of 
liquor stocks. 
needs 
term 5 34.7 .85 7. 9. 9.25 2.87 2.00(b) BI Continued large profits anticipated over nearer term. 
oR ee atti aie ” — Good inventory position mitigates effects of war-time 
restrictions. $4.00 dividend held assured. 
omnes (a)—None available because of excess prior obligations. d—Deficit. Ap—Year ended April. Jl—Year ended July. Ag—Year ended August. 
= w—R ded for i b)—In Canadian funds. 
. . 
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SEVEN WAR STOCKS 
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7 ox thoughts of peacetime business increasing- 
ly in people’s minds, interest in war stocks has been 
waning noticeably. The idea has taken hold that 
with the end of the war, companies active in war 
production are faced with a sharp contraction of 
operations, and consequently have little to offer to 
the investor. While this reasoning may be correct 
when applied to strictly “war babies”, it is in other 
instances carried entirely too far. Hence it is well 
to remember that not all war stocks will necessarily 
become peace orphans. There are a good many com- 
panies, now 100% in war work, with excellent peace 
prospects. Not only that but many of them face 
few if any reconversion problems which might be- 
come a source of major difficulties. We have selected 
a few such equities which, though prominent in war 
work, hold promise of doing quite well after the war. 
They are moderately priced in relation to peace- 
time earnings, an indication that their future po- 
tenial is slow in being discounted marketwise. They 
all have done well in the past, peace and war; if past 
records mean anything at all, this should speak 
well for their future. 


Acme Steel 


Acme Steel Co., for 
example, is a small 
but compact and 
efficient unit with 
an enviable earnings 
and dividend record. 
While the peace out- 
look for steels is gen- 
erally viewed with a 
good deal of reserve, 
Acme should do bet- 
ter than the average 
steel company. A 
maker of hot- and 
cold-rolled strip 
steels with an annual capacity of 800,000 tons, Acme 
is now almost exclusively producing for the war ef- 
fort. Reconversion problems are negligible. Prior 
to the war, it managed to achieve a constantly grow- 
ing diversification of outlets and at all times demon- 
strated excellent cost control, both vital factors in 
a competitive post-war economy. Normally, the 
automobile industry is the company’s largest single 
customer, taking over 50% of strip mill output. 
This outlet alone has excellent post-par potentialities. 
Additionally, Acme makes a wide range of strip steel 
specialties, such as hoops, bands, container rein- 
forcements, bale ties, floor reinforcements and others. 
Sale of these specialties, before the war, has been 
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gradually gaining in importance, relative to total 
business; since their manufacture for civilian uses 
is virtually suspended, accumulated demand after the 
war should be substantial. The company’s sound 
financial position is characteristic; in spite of consid- 
erable expenditures for plant expansion, it has man- 
aged to maintain a simple capital structure affording 
considerable leverage of earnings. Of late the market 
appears to have taken cognizance of the inherent 
quality of this stock; it presently sells at a new 
high of 5534, yielding about 6%, and only moder- 
ately above equity per share of $49.52. Price earn- 
ings ratio of 10 to 1 is rather lower than one would 
expect for a stock of this kind, with a record of 
continuous sizable earnings and uninterrupted divi- 
dend payments. 


New York Air Brake 


N. Y. Air Brake Company, now doing well in war 
production, can count on years of excellent peace- 
time business when the war is over. The company 
makes complete air brake equipment for railroads, 
and important re- 
lated products un- 
der cross - licensing 
agreement with 
Westinghouse Air 
Brake Co. These two 
concerns enjoy com- 
plete domination of 
the domestic field. 
N.Y. Air Brake nor- 
mally obtains about 
25% to 30% of the 
available volume. Its 











Los Angeles office of the Acme Steel Company 


longer range earn- 
ings potential cen- 
ters on the so-called 
iUMUUHEENEUEOTOAUA AH i" AB brake, patented 

by Westinghouse, 

the installation of which has been made compulsory. 
About 30% of the then existing rolling stock was 
equipped by the end of 1941 and all interchange 
cars must be so equipped by 1945, unless the war 
results in postponement of the date. Another vital 
factor is the prospective heavy replacement demand 
for freight cars. It is estimated that some 150,000 
box cars may be needed by the railroads immediately 
following the war’s end, apart from a substantial 
number of passenger coaches. All must be equipped 
with AB brakes. Hence the ultimate demand for 
AB brakes forecasts impressive post-war earnings 
gains while for the duration, expanding armament 
business assures attractive returns. Despite occasional 
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drains on liquid resources to improve plants, the 
company has built a healthy financial position, at 
the same time maintaining a simple capital structure 
which provides considerable leverage. Relatively 
light overhead enables the company to avoid heavy 
operating losses even during slack periods ; however, 
for a number of years to come, capacity business 
appears indicated. Selling currently at about 41 
and yielding 5%, the stock looks attractive for in- 
come and appreciation. 


Simonds Saw and Steel 


Simonds Saw and Steel Co., while working at ca- 
pacity on war orders, should benefit importantly 
from the prospective post-war business boom and 
the large accumulated replacement demand. The 
company manufac- 
tures a complete line 
of saws, machine 
knives, files, abra- 
sive grinding wheels 
and heat-treated flat 
steel plates. Various 
specialties are made 
to order. Wood and 
metal working trades 
consume a large pro- 
portion of output. 
In line with peak 
operations in the 
war industries, de- 
mand for the com- 





A Sperry Gyroscope turret for gunner accuracy. 





the principal peace-time clients. Additionally, the 
export potential—important before the war when the 
company’s distribution was world-wide—should be- 
come very considerable. Generally speaking, the 
basic growth of the company’s markets must be con- 
sidered an encouraging long-range factor. The com- 
pany is well established, with efficient and widespread 
distribution throughout the United States through 
mill supply houses, hardware dealers and automotive 
and aviation supply jobbers. Financially, the com- 
pany has maintained a consistently strong position. 
Capitalization is simple, consisting of 146,699 no- 
par common shares and affording substantial lever- 
age. With the exception of the depression years, 
1932-33, dividends were paid since 1912. At pres- 
ent, the stock sells around 29, far below equity 
per share of $42.22. 
Yielding about 8%, 
the stock looks at- 
tractive for income 
and appreciation. 


Sperry Corporation 


Sperry Corpora- 
tion, by many re- 
garded exclusively a 
war stock, is by no 
means just that. 
Even prior to the 
war, the company en- 
joyed continued and 
substantial growth, 
inevitable with the 





pany’s cutting and 
abrasive tools will 
continue high for the duration. Better than average 
replacement demand, due to war-time curtailment of 
civilian sales, should importantly support the con- 
cern’s post-war business; additionally, the wide di- 
versification of its markets brighten the longer term 
outlook. The latter include not only the wood and 
metal working industries but also the paper, print- 
ing and numerous manufacturing industries. Past 
earnings were good and liberal dividends were dis- 
bursed since 1927 with the single exception of the 
depression year 1932 when the dividend was passed. 
Company finances are strong, aided by the constant 
addition of earnings to working capital. The capital 
structure is simple, with only 497,000 no-par com- 
mon shares outstanding. The stock at present sells 
around equity per share of $25.78, yielding 7%. 
It should have above average appeal, based on cur- 
rent earnings and future prospects. 


L. S. Starrett 


The Starrett (L. S.) Company is another concern 
whose peace-time prospects are far from discounted 
marketwise. As a maker of a wide range of fine 
precision instruments, used primarily by machinists 
and metal workers, the company’s participation in 
the war effort is substantial and sales and earnings 
have been constantly expanding. For the duration, 
demand for the company’s products should continue 
strong. The automobile, aviation, woodworking, 
metal working and building industries will constitute 
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progress of aviation. 
It should continue when the war is over. At present 
the company has a backlog of war orders close to 
one billion dollars, and operations are increasing 
steadily as new plants are being equipped and 
manned. Its peak production has not yet been 
reached and depends largely on adequate labor sup- 
ply. Sales in 1943 should almost double those of 
last year and despite high taxes and narrowing mar- 
gins due to renegotiation, the sharp increase in 
volume should produce a good improvement in earn- 
ings. At present the company is truly a war com- 
pany. However, it should play an important role in 
peace as well, making a wide range of precision in- 
struments with many important commercial uses. Its 
gyro compasses and radio navigation instruments 
have always been important aids to shipping and 
navigation. After the war they will find widening 
markets all over the world. Its instrument landing 
equipment for airplanes will be widely installed in 
commercial transports. The hydraulic systems and 
controls and numerous electronic devices it manufac- 
tures, will likewise find wide commercial application. 
The company, of course, faces a sharp contraction 
of operations when war demand ends, but it is well 
prepared against that day. Plant expansion has 
been largely carried out with Government funds 
and plant account at the end of the 1942 was only 
$9.92 millions, by no means excessive even on a tre- 
mendously reduced peace-time basis. Reserves for 
post-war readjustments amount to $3.46 millions. 
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Net working capital is $13.48 millions and equity 
per common is $13.92 per share. The outstanding 
post-war problem unquestionably lies in the probable 
existence of a huge inventory; at the end of last 
year, it came to $110.67 millions. Its disposal, how- 
ever, is largely a matter of Government policy and 
can be expected to be carried out without injury to 
the company’s status. On basis of current capital- 
ization and existing resources, the company should 
do fairly well after the war. Here again, the basic 
growth of its principal markets must be viewed as 
encouraging long-range factors. While operations 
probably will never again reach the enormous war- 
time proportions, a strong growth element exists 
which should permit solid and substantial peace-time 
progress. Both technically and financially, the com- 
pany is well equipped to make the most of this op- 
portunity. Selling at about 28 and yielding 5%, the 
common appears to have more than discounted the 
post-war readjustments that lie ahead. It still has 
to discount the ex- 
isting peace pros- 
pects and for that 
reason is not with- 
out attraction. 


Southern Railway 


Southern Railway, 
finally on a dividend 
basis as a result of 
high war-time earn- 
ings, may turn out 
to be one of the few 
railroads able to run 
counter to the de- 
clining secular trend 





Interior of the Simonds Saw and Steel Co. plant 


mit some return on the common. Investment income 
from profitable affiliates will continue an important 
contributor of earnings. The common at present 
sells around 27, or little more than 1942 net of 
$23.41 per share, and yields 7%. This unusual re- 
lationship between price and earnings fully and 
probably exaggeratedly reflects existing doubts over 
future prospects. As debt reduction continues, these 
should increasingly dissolve and give way to a more 
constructive view of the railroad’s position. At 27 
and with a price-earnings ratio of 1.11 to 1, the 
long-term buyer of Southern Railway common is 
hardly taking much of a chance; it boils down to a 
relatively inexpensive speculation on the future of 
the South. As such, it has all the earmarks of a 
successful speculation. 


Ex-Cello Corporation 


Though a member of the much-maligned machine 
tool group whose post-war outlook is viewed as 
highly doubtful, the 
company’s prospects 


said to be barren of 
promise. Ex-Cello 
has a_ record of 
fairly stable peace- 
time earnings which 
in the years prior to 
to the war have 
shown a steady up- 
trend. Dividends, 
while moderate, 
were paid uninter- 
ruptedly except 
during the depres- 





of railroad earnings. 
Complete elmination ae 
of its floating debt and extensive equipment acquisi- 
tions have resulted in substantial savings and im- 
proved considerably the position of the stock. The 
company’s aggressive policy of debt reduction should 
measurably aid dividend prospects in post-war years. 
In 1942 alone, some $20 millions of its bonds were 
repurchased by the company for retirement, this in 
the face of an increase of $21 millions in tax liability. 
_ All this, of course, attests to the company’s tremen- 
dous war-time bonanza, in terms of earnings from 
war-stimulated traffic. While it lasts, debt reduction 
can be expected to be speeded up further. Though 
a war-time phenomenon, it is bound to have an im- 
portant bearing on the future outlook. Southern Rail- 
way, as the largest Southern carrier, fills an important 
place in the nation’s economy. Its position is dominant 
and its 6,556 miles of track embrace every Southern 
State except West Virginia. Increased industrializa- 
tion of the South, diversification of agriculture and 
greater industrial use of farm products are factors 
which combine to enhance, if anything, the railroad’s 
future. Operating revenues will continue high for the 
remainder of the war; they are bound to decline 
sharply with the subsidence of war traffic but, re- 
flecting the railroad’s basic importance, should stab- 
ilize at a level which is hoped to be sufficient to per- 
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sion years 1932-33. 
Its trade position is 
well established. As an important maker of aircraft 
engine parts, diesel fuel injection systems, railroad 
pins and bushings, precision tools, machine tools, 
fixtures and special machinery, it should profit from 
the expected post-war industrial boom and be as- 
sured of at least fair peace-time earnings. 

While a sharp deflation of its swollen war-time 
sales and earnings is inevitable, its diversity of prod- 
ucts and prospects of developing new ones hold 
definite growth possibilities for earnings over the 
longer term. For the current fiscal year, these are 
expected to hold around $7.62. In 1939, net was 
$2.21 per share, and $1.69 per common was earned 
in 1937. Finances are sound. Considerable plant 
expansion for war work was undertaken with the 
help of Government guaranteed bank loans of $2.3 
millions payable in monthly installments through 
September 1947. It constitutes the only charge 
prior to the 398,806 shares of common outstanding. 
At a price-earnings ratio of 3.4 to 1, the stock has 
adequately discounted whatever uncertainties may 
lie ahead. At the current price of about 26, it 
should have appreciation possibilities over the 
longer term. It seems that the prevailing dividend 
of 65 cents quarterly, yielding 10% is reasonably 
secure. 
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A MEASURE TO WATCH FOR 
THE EARMARKS OF SPECULATIVE EXCESS 








BY RICHARD COLSTON 


ise low-priced speculative stocks have become 
continuously dearer in relation to higher-priced and 
more substantial issues is a well-recognized feature 
of the market, indicative of the type of leadership 
which has characterized trading until recently. The 
narrowing of the price relationship between these 
two groups continued apace until the latter part of 
June when the low-priced group, fairly top-heavy 
after its sustained advance, showed signs of “tired- 
ness” accompanied by a moderate reversal of the 
earlier trend. 

The accompanying table illustrates this develop- 
ment. We find that the low-priced issues, relative to 
their higher-priced counterparts, began to forge 
ahead noticeably after the turn of the year. Their 
advance between May, 1942, the beginning of the 
bull market, and January, 1943, was fairly mod- 
erate. From then on, however, they moved ahead 
at a faster clip until May, a goodly number had 
reached or exceeded their 1937 price ratio. 

Outstanding was the performance of International 
Telephone & Telegraph and Radio Corporation. 
Their price, by May 11, was 41% and 32% 
respectively of that of their counterparts, compared 
with 20% for both when at their 1937 highs. On 
the other hand, Electric Bond & Share, and Stude- 
baker, while considerably higher, failed as yet to 
equal their 1937 ratio, the former by a very consid- 
erable margin which is of course due to the special 
factors affecting the stock. 

Northern Pacific, in 
spite of its vastly im- 
proved earnings pic- 
ture, still has some way 
to go to match its 1937 
ratio. Follansbee Steel 





Progressive Percentage Ratio Between Low-Priced 
and Higher-Priced Stocks 


its 1937 ratio. On the other hand, Follansbee Steel 
has advanced to a point 6% above its 1937 ratio. 
These facts are not of short-term trading signifi- 
cance. 

The few examples illustrated in our table are 
typical of the one-sided market leadership until re- 
cently. The slight shift towards higher-priced stocks 
apparent of late can hardly be said to have become 
firmly established. Rather than having assumed 
leadership, it would be more correct to say that the 
higher-priced issues have begun to share it, in a 
moderate fashion, with the speculative favorites in 
the lower brackets. How far this trend will go, 
remains to be seen. At present, market leadership 
is still subject to some questions and the low-priced 
group continues to engage the attention of the bulk 
of the new crop of speculators, though interest is 
now rotating rather than centering on the group in 
its entirety. In other words, while a better type of 
support is noted here and there, the smaller caliber 
operator is still important in the market. 

While the rush into the erstwhile popular low- 
priced issues such as Radio and International Tele- 
phone & Telegraph seems to have exhausted itself 
for the time being, oils, steels and coppers in par- 
ticular have recently been taken in hand though 
gains on the whole remained narrow. Being late 
movers, except the oils, they still have a long way 
to go to catch up with the market progress of their 
predecessors in popular favor if they are able to 
match it at all. Regard- 
less, it would appear 
that the trend toward a 
further narrowing of 
the price relationship 
between low-priced and 
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Low-Price Stocks Now Lag 


For some months in the fore- 
part of the year a low price— 
especially under $10—was pretty 
nearly a guarantee of advance for 
almost any stock. But times, and 
markets, change. In recent weeks, 
despite a few exceptions, the back- 
bone on the bull side has been pro- 
vided by stocks which, while vary- 
ing widely in investment qual- 
ity, definitely are not in the low- 
price class. At this writing, with 
the Dow industrial average doing 
at least well enough to keep the 
bulls hopeful, our index of 100 
low-price stocks is over 214 points 
under its recovery high. And its 
net gain from May high to early 
July high was so modest that it 
may prove a double-top, not for 
the bull market in all probability 
but perhaps for some time to 
come. Some hold that the cur- 
rently improved “quality” of the 
market is encouraging. That may 
be. But action of low-price stocks 
—and of quite a few not low- 
priced—suggests a considerable 
increase in speculative and invest- 
ment caution ; and caution is some- 
thing that a roaring bull market 
is not made of. We think this is a 
good time to reappraise carefully 
the merits of your low-price stock 
holdings on an individual basis 
and ask yourself whether you are 
really content to sit with them 
“for the pull”, ignoring reactions. 
If not, selective profit-taking ap- 
pears in order. As far as the cur- 
rent technical indications go, they 
suggest fair probability of a firm 
or rising market over the short 
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term—thus favorable to profit- 
taking. 


Group Divergencies 


The groups which for some time 
have persistently shown strength 
greater than average include air 
transport, farm equipment, rub- 
ber manufacturers, beverages, mo- 
tion pictures and public utilities. 
All, as need hardly be said, carry 
a decided “peace” flavor. Groups 
acting modestly better than the 
industrial average include auto- 








mobile and accessory enterprises, 
building materials and oils. Groups 
which so far this year have moved 
about in line with the industrial 
average are foods, office equip- 
ments, rails and retail merchan- 
dising. The worse-than-average 
groups have been, and remain, air- 
craft manufacture, chemicals, 
copper and brass, steel and iron, 
and tobacco. Of course, one can 
not be sure that such divergent 
patterns will continue. For ex- 
ample, the gold mining group was 
much better than the market from 
October, 1942, into April, but sub- 
sequently has fared considerably 
worse than average. For some 
months rail equipments were one 
of the strongest groups, but these 
have tended to lag since May. In 
relation to the industrial average, 
tires, auto accessories and motion 
picture show some tentative cur- 
rent suggestion of leveling off. 


Tobacco Stocks 


American Tobacco is one of the 
star performers among the good 
quality stocks. This year to date 
it has advanced from approxi- 
rately 42 to 6414 and is current- 
ly within a fraction of its recov- 
ery high. Against this, Ligget & 


Worth $90,000,000 in radium, the world's largest industrial X-Ray tube—made by 

General Electric—makes a picture through four inches of steel in two minutes. 

These awesome rays are so lethal that the equipment must be operated by remote 
control from behind a 2-foot thick wall of concrete. 
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Myers, with an excellent back div- 
idend record, appears “stymied”. 
Though also close to its recovery 
high, it has not been able to make 
any significant net progress from 
best levels reached last February. 
Reynolds had a good advance be- 
tween November and February, 
flattened out until late May, then 
advanced briskly for a couple of 
weeks, but since then up to this 
writing has not topped early 
June high. Phillip Morris had 
a pretty good run from Febru- 
ary into the first week of June and 
now is fiirting with the matter 
of breaking through to a new 
high. This company’s report for 
the year ended March 31 was not 
too good. Profit was $6.12 a share, 
against $8 for the year. Although 
higher taxes were mainly respon- 
sible for the dip, a rising cost 
trend is worth noting. On a sales 
increase from $112 million to $141 
million, operating profit increased 
only nominally from $14,254,959 
to $14,735,133. Range of Loril- 
lard this year has been 21%4- 
1614, with current price near the 
high. For some months this com- 
pany’s “Old Gold” cigarettes had 
a big sales gain on advertising 
making use of an unintentional 
“plug” in Reader’s Digest maga- 
zine. A more recent story in the 
same popular publication will not 
be helpful; and the kindest thing 
it had to say of any cigarette 
company advertising was a mild 
compliment for that of Liggett 
& Meyers’ “Chesterfield.” 


The London Market 

From week to week one reads 
of impressive strength in the Lon- 
don market, as told in the finan- 
cial summaries cabled over to our 
newspapers. The writers, especi- 
ally the one serving the New York 
Times, must be congenital bulls. 
As we look at the charts with our 
naked eye, we get a distinct im- 
pression that the averages of 
British industrials and rails ever 
since last January has done bare- 
ly more than “make a line”. Of 
course, they may break out on the 
upside at any time. If they don’t, 
or if they should turn down, bulls 
in New York may—or may not— 
be able to laugh it off. The Lon- 
don market has usually led ours 
in its important moves. Never in 
modern times has the lag been so 
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great as in the establishment of 
the last bear market lows. Lon- 
don hit bottom in June, 1940; we 
did not until April, 1942. The 
London bull market was about 22 
months old before ours started. 
Today London’s bull market is no 
longer young but at least ‘‘mid- 
dle-aged”, having entered its 
fourth year. As a matter of fact, 
that has been “old age” for many 
a former bull market, though 
some have lived longer. 


Standard Brands 


Now around 714, against recov- 
ery high of 8 made a few weeks 
ago, Standard Brands on a chart 
basis looks less shaky than the 
general run of low-price stocks. 
The company’s new management 
has made important progress in 
revamping methods and increas- 
ing efficiency. We believe it prob- 
able that the forthcoming earn- 
ings report for the first half of 
the year will show a substantial 
gain over a year ago. There are 
two reasons for thinking so: (1) 
The new management has given 
definite evidence of high ability 
and has had the aid of a substan- 
tial gain in sales; and (2) any 
new management has, because it is 
new, a special incentive to show 
improved earnings since that is 
the “proof of the pudding” to 
stockholders. Though up sharply 
from a very low bear market base, 
the stock seems to us to have a 
promising longer-pull potential- 
ity; and we would not be particu- 
larly surprised if it goes higher 
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Important to Holders of Any Interest in 
Foreign Securities or Property 


All persons, residents of the United States, whether citizens or 
not, and even transients, when domiciled here for several months, 
are required to file Form TFR 500 with the United States Treas- 
= ury, which form can be obtained from your banker, prior to 
= August 31st, 1943. If they have any right, title or interest in any 

obligation of a foreign country, even if issued in dollars, or have 

any holdings abroad, whether of realty, or safe deposit boxes, or 

by way of commercial arrangements, or hold options on com- 

modities, or act through nominees or trusts, or hold physical 

property of value, such as jewelry, these holdings, if exceeding 
= certain minima, and held as of May 31, 1943, must be disclosed 
fully under severe penalties before the due date. Every 
should presume himself subject to making this report if he has 
any interest, however contingent, in any property outside the 
United States and its territories. 


TESLGDEEBUIEELEETAYTEBEOEOT CE PAUPOOSU BABEL bbe tA Std SHLaL aL 





Wh 


HUTTE 


rson 


TUNDEH 


HHT { 1 DHVUSUTSU)EUPUET EG) MEET EDTRASUD RA DERET EAE TEA PYLE 


before it goes materially lower. 
For a variety of good reasons, the 
management proposes a “reverse 
split” under which one new share 
would be issued for every four 
now outstanding. This will be 
ratified by a special stockholders’ 
meeting in September. On that 
basis, present price of 714 would 
be equivalent to 30 for the new 
shares. The 1936 high was 18144 
for the present shares. Should 
that price eventually be equalled, 
it would be 7214 for the new 
shares. 


American Car & Foundry 


One thing to remember about 
war business is that no account- 
ant can figure the profits with 
any real degree of accuracy until 
all contracts with the Government 
have been fully settled. Take the 
case of American Car & Foundry, 
which is doing nothing but war 
work. For the fiscal year ended 
April 30, 1942, it reported profit 
of $12.09 per share—“subject to 
renegotiation of contracts.” Sub- 
sequently reflecting such renego- 
tiation, the company adjusted the 
figure to $7.28 a share. For the 
latest year, ended last April 30, 
the company reports $5.05 a 
share. Whether that will prove 
an over-estimate or under-esti- 
mate remains for the future to 
tell. Sales volume increased $73 
million for the year; that is cer- 
tain. As near as the company can 
figure, all costs—including con- 
tract renegotiation — increased 

(Please turn to page 440) 
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The Personal Service Department of THe Macazine or Watt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability of 
your broker, This service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Radio's Television Aspects 


With reference to Radio Corp. of 
America, information comes to me that 
they have exclusive television rights and 
will probably increase their dividends. If 
such is true and they have the exclusive 
rights to this invention, please give me 
your opinion as to whether to hold this 
stock for benefits from television in addi- 
tion to regular business.—W. H. S., Jack- 
son, Tenn. 


On October 2nd, 1939, Radio 
Corporation of America and the 
Farnsworth Radio & Television 
Corporation entered into patent 
license agreement whereby each 
party acquired the right to use 
the inventions of the other in the 
field of television and in other 
fields of their respective bus- 
inesses. Radio Corporation ac- 
quired a non-exclusive license 
from Farnsworth for television 
receivers, transmitters and other 
apparatus. Farnsworth acquired 
standard, non-exclusive _ license 
from Farnsworth for television 
receivers, transmitters and other 
apparatus. Farnsworth acquired 
standard, non-exclusive license 
from Radio Corporation for 
broadcast and television receivers, 
electrical phonographs and other 
apparatus. 

Radio Corporation of America 
earned 42 cents in 1942 as com- 
pared with 50 cents in 1941. In 
the pre-war years, 1936 to 1939, 
inclusive, the lowest this company 
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earned was 21 cents per share, 
and the highest was 42 cents. The 
common stock has moved up from 
a low of 4% to a high of 12% 
this year, last sale 12. Based on 
the 20 cent dividend paid in 1942, 
at 12 the indicated income yield is 
only 1.67 per cent. At current 
market price the common stock is 
selling about 28 times its 1942 
earnings, which is obviously a 
very high price earnings ratio. 
The consensus is that this com- 
pany has a brilliant future in the 
television field in the post-war 
period and this is, undoubtedly, 
one reason for the stock selling on 
such a low yield basis. Investors 
appear willing to hold this stock 
through the duration and it has 
been designated as one of the so- 
called romance stocks of the pres- 
ent war period. 

It would be purely conjectural 
on our part to attempt to predict 
what action the Board of Direc- 
tors will take on future dividends. 


Wabash 412% Preferred 


As a subscriber I would appreciate in- 
formation on Wabash R.R. Is Wabash 
4.50% preferred a good buy at its present 
price?—F. G., Spencer, Mass. 


Wabash Railroad Company en 
January 1, 1942, acquired and 
started operating the properties 
of the Wabash Railway Company 
which was in receivership since 
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December 1931. The 414% pre- 
ferred stock is cumulative if 
earned. In 1942, the company 
earned $20.27 on this preferred 
stock. An initial dividend of 
$1.00 was declared on the com- 
mon stock payable April 23, 
1943, the Board of Directors 
having determined that full divi- 
dends of $4.50 had been earned 
on the preferred stock. This stock 
is listed on the New York Stock 
Exchange and has had a price 
range this year of: high 361%; 
low 2414; last 32. At this price, 
it is selling for only about 114 
times its 1942 earnings. How- 
ever, the stock is not seasoned and 
if you are buying for invest- 
ment, we would prefer Union 
Pacific $4.00 preferred stock or 
Atchison, Topeka and Santa Fe 
$5.00 preferred stock. The Wa- 
bash Railroad should continue to 
do well for the duration and the 
preferred has speculative appeal. 


Buffalo Forge 

I have 125 shares of Buffalo Forge, 
bought at 1714. Will you please discuss 
this in your column, telling me the nature 
of the machinery and tools made by the 
company. Is its output such as to allow 
it to rank as a good peace stock after the 
war, with prospects of a continuation of 
its present good dividend? In view of the 
fact that I want to keep this money in- 
vested, do you advise a switch to some 
other stock?—V. F. G., Berkeley, Calif. 


Buffalo Forge Company and 
its subsidiaries manufacture ven- 
tilating, heating and air condi- 
tioning equipment; machine tools ; 
centrifugal pumps, and various 
types of processing machinery, 
such as sugar mill, coffee and 
rice plantation machinery. In 
normal times, the first named line 
accounts for more than half of 
the total volume. The company’s 
regular line of products were in 
heavy demand for use in the war 
industry during the greater part 
of 1941, the management stating 
in March, 1942, that for some 

(Please turn to page 431) 
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Per capita business activity has sagged a 
couple of points during the 


partly owing to a sharp dip in c 


por fortnight 
eck payments 


CONCLUSIONS 


MONEY AND CREDIT — Treasury 
would boost personal taxes to $30 
billion in 1944, from $4 billion in 
1942. Third war loan drive starts 
early in September. 


TRADE—May retail store sales were 
10% above last year in value; but 
only 1% in volume. On unit quan- 
tity basis, retail inventories on Mar. 
31 were off 17.6% with wholesale 
inventories down 26.9%. 


INDUSTRY—Cash dividends declared 
in June were 5% above last year, 
leaving a decline of only 1% for 


the first half. 
COMMODITIES—Old ns shortages 


boost grain prices. Inflation talk 
lifts cotton prices, despite pros- 
pects of ample supply next year. 
Hogs weaken on heavier market- 
ings. 








BUSINESS ACTIVITY 
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and partly because a sizeable number of coal 
miners have not yet gone back to work. In 
consequence of the recent series of strikes, 
coal production during the first half of 1943 
fell 1,729,000 tons short of output in the like 
period of 1942, despite the urgent require- 
ments of our expanding armament production. 


* * * 


Per capita business activity dipped in June 
to 130.5% of the 1923-5 average, from 131.1 
in May; but was 5.3 points above June, 1942. 
Second quarter averaged 130.5, compared 
with 124.4 in the first quarter and 126.5 for 
the second quarter a year ago. First six 
months average 127.5, against 125.4 for the 
first half of 1942. Without compensation for 
population growth, this publication's index of 
Business Activity dipped to 156.4 in June, from 
157.6 in May; but was still 5.3% above last 
year. Second quarter averaged 156.9, com- 
pared with 151.1 for the first quarter, and was 
4.7%, ahead of the second quarter of 1942. 
First six months averaged 154, a gain of 3.7% 
over the first half of last year. 


(Please turn to following page) 
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Latest Previous Pre- 
Wk.or Wher Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
FEDERAL WAR SPENDING (#f) $b July 12 1.31 1.71 0.83 0.43 (Continued from page 369) 
Cumulative from Mid-1940 July 12 112.2 110.9 36.5 14.3 Federal expenditures of approximately $80 
billion in the fiscal year just ended were more 
FED than double the $36 billion spent in the 1941-2 
ERAL GROSS DEBT—Sb July 12 137.9 136.9 74.0 55.2 fiscal year; but fell short of original budget esti- 
mates by about $5 billion. War expenditures were 
MONEY SUPPLY—$b only $71.5 billion, against a budget estimate of 
Demand Deposits—101 Cities ..... July 7 32.3 32.3 25.7 24.3 $74 billion. Looks as though New Dealers owe 
Currency in Circulation ............ July 7 17.6 17.4 12.5 10.7 the nation an apology for spending less than 
promised. Or do they? 
a 
BA e 
NK DESITS—13 Week Avge. But regardless of Government thrift we are certain- 
New York City—$b................ July 7 5.36 5.39 3.75 3:92 . TRS “ 
100 Other Cities—$b July 7 713 715 5.73 557 ly doing a swell job in armament production. WPB 
Sein. pe ; : ; ° Chairman Nelson says that war output of the 
U. S. and Canada this year will outstrip the Axis 
INCOME PAYMENTS—$b (cd) May 11.13 11.22 8.80 8.11 by nearly two to one. For all the United Nations 
Salaries & Wages (cd) .................. May 8.17 8.05 6.39 5.56 the ratio will be three to one, and next year it 
~eneag A Dividends (cd _ pe 0.75 0.48 0.55 will be four to one. To help finance this enor- 
‘arm Marketing Income (ag) ...... ay 1.39 1.32 0.93 1.21 . the Third War Loan Drive i 
Includ' mous expansion, the Thir r ive is 
Men'S Govk: Payments fog) - wad is ‘oa 183 1.28 scheuled to start the first week in September 
(September 9 in New York), with s pecial empha- 
CIVILIAN EMPLOYMENT (cb) m May 52.1 51.2 51.6 50.2 sis upon sales to individuals. 
Agricultural Empleyment ................ May 10.8 9.6 10.2 9.0 2 
oo oe seeeeees — — rr or 13.6 Treasury Department's general counsel, Ran- 
cumin ent tae 0.9 0.9 26 ne dolph Paul, says that personal incomes of all 
people in the U. S. last year totaled $113 billion; 
and that out of this huge sum they spent $82 
Pp 
FACTORY EMPLOYMENT (Ib4) billion, saved $27 billion and paid out only $4 
May 167 167 148 141 ' 
ne lt ge En a eRe May 226 225 184 168 billion in taxes (incuding State taxes the total 
on-Durable Goods ..........0...0..... i alli i 24 
FACTORY PAYROLLS (ib4) yi a 122 120 120 tox bill was nearer $7 billion, leaving only $ 
pr. 09 304 221 189 billion for savings.—Ed.). In 1944, he estimates, 
incomes will aggregate $150 billion; but people 
FACTORY HOURS & WAGES (ib) will not be able to spend any more of it than 
Weekly Hours ccc Apr. SO AR ART gy. | NS eithent tiating pitere,” Comreqnenty, 
Hourly Wage (cents)..0..0.....c..s.. Apr. 94.4 93.4 82.2 78.1 he reasons, people could bear a tax burden of 
Weekly Wage ($).... 0... ce. Apr. 42.48 41.75 35.10 32.79 | $30 billion more than they paid in 1942 and still 
have $11 billion ($8 billion) more to spend or 
PRICES—Wholesale (1b2) july 3 0080038.) sik | ie ae a 
See ln Te May 134.9 133.8 123.9 116.1 
Mr. Paul is quoted as adding: "Net corporate 
profits after taxes were less than $7.8 billion in 
py itis OF LIVING (1b3) wi we =. eo 110.2 1942, and probably will not be much greater in 
CAR rn Sore len aE Te ee . . I. . i i 
| i iieanmnsenaamatiCc ma May 1278 1278 1262 tage | (2 (Recent Treasury sstimates place the in- 
Rent May 108.0 108.0 109.9 107.8 crease at 16%.) The total amount of these 
profits is only a fraction of the amount of reve- 
RETAIL a nue we need; and obviously capturing a fraction 
TRADE of that fraction can not dispose of the whole 
Retail Store Sales (cd) ». Dvcececsee " 
Durable Goods ............ ~u aon an pod ry anaes ae oe 
Non-Durable Goods ooo... May 4.22 4.30 3.71 3.47 
oe oe — oe - May 17] 175 170 151 The political battle over disposition of this 
ore sales (rb) (1 )............ ae " . . 
Dept. Store Stocks (rb2} .............. od "0 ‘a 126 = warenrmaaried _— _ a on 
reach the dazzling sum of $64 billion (61 billion) 
COMMERCIAL FAILURES (db) pea 265 281 804 842 next year, threatens to have appalling repercus- 
sions on the home front which may shake the 
MANUFACTURERS' war fronts of the globe and mold the economic 
New Orders (cd2)—Total ............ Apr. 284 284 292 212 destinies of nations for a generation after the 
ew“ a madasetenverspebsareresceas Apr. 418 433 449 265 war, The Treasury seeks the lion's share; but an in- 
Non-Durable Goods ........1... Apr. 197 188 192 178 flation-minded Congress says "No; let it be con 
Shipments (cd3)—Total .................. Apr 253 249 200 183 i r 
ime tos .............. Age. soe eae gee | Mitte by he: Fee Woe gee organized tabor. 
ost tiga y come ss pectaebsee Apr. 186 185 168 155 * * * 
nventori 
Sethe taeds ok (ed)... _ nt ae 4 The dollar total of retail stores sales still 
Non-Durable Goods .............. Apr. 142 144 150 137 holds sizeably well above last year; but the mar- 
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Date Month Month Ago Harbor 
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scarcity of consumer goods. ter allowing for | 
DUSTRIAL PRODUCTION (rb3) ae ahs ze 
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sar it CARLOADINGS—t July 3 82. 7612ti«5HSi(‘iz!CS| oo | 
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i — . July 3 145 68 120 150 Beginning with the current issue the Business 
tas no aer ge Miscellaneous ..... yw : = = = oe Analyst will publish regularly the new overall 
whe-| | Gm | Sey sata |taden of prone et cate steven computed by 
the Department of Commerce from price data 
GENERAL collected by the Bureau of Labor Statistics and 
_ Bituminous Coal Prod. (st)m ....... July 3 10.35 4.61 8.17 10.80 other agencies. The Index is a weighted average 
§ all — Poodectton thd. ft.) m........ -_ p. — a = = of prices for goods of all kinds sold by retail 
aperboard, New Orders (st) t.... uly i iv- 
lion; oe ie May a «a OS 
"$82 Saline’ ‘Ceendt Minne ing cost indexes in not including rents and serv- | 
y $4 (bbls.) m . Apr. 12.75 10.11 14.77 13.72 ices. The Index for August, 1939, was 98.0. 
total 
$24 ag—Agriculture Dep't. b—Billions. ca—Chain Store Age, 1929-31—100. cb—Census Bureau. cd—Commerce Dep't. cd2—Commerce 
prea Dept., Jan., 1939—100. cd3—Commerce Dep't.. 1939—100. cdlb—Commerce Dep't. Index (1935-9—100) using Labor Bureau & other 
: data. db—Dun & Bradstreet's. en—Engineering News-Record. I—Seasonally Adjusted Index. 1923-5—1!00. Ib—Labor Bureau. !b2—Labor Bu- 
ople reau, 1926—i00. Ib3—Labor Bureau, 1935-9—100. Ib4—Labor Bureau, 1939—1!00. m—Millions. np—Wéithout compensation for population 
than growth. pc—Per capita basis. rb—Federal Reserve Board. rb2—End of Mo., Federal Reserve Board, seasonally adjusted index, 1923-5— 
ntly, 100. rb3—Federal Reserve Board, seasonally adjusted index, 1935-97—100. st—Short tons. t—Thousands. tf—Treasury & R. F. C. 
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“ee No. of 1943 Indexes (Nov. 14, 1936, Cl—1!00) High Low July3 July 10 
Issues (1925 Close—100) High Low July3 = July 10 | 100 HIGH PRICED STOCKS..... 67.34 52.87 67.07 67.34C 
273 COMBINED AVERAGE........ 89.9 54.5 89.1 88.8 100 LOW PRICED STOCKS..... 88.00 43.61 88.00F 85.41 
at ° 
a 3 Agricultural Implements... 156.5 105.2 156.5F 154.1 3 Liquor (1932 Cl—100) ..... 294.2 «197.1 = 292.7. 294.2F 
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‘ ‘Trend of Commodities 


rains advanced sharply during 
the past fortnight due to shortages in old crops and Agri- 
culture Department forecasts that new crops this year will 
be smaller than last year though generally well above the 
ten-year averages. Halting of wheat sales by the CCC 
to processors at low prices has driven distillers into the 
open market for their raw material and demand has been 
further increased because of the tanker shortage which 
prevents importation of adequate supplies of molasses from 
Cuba and so has compelled industrial alcohol makers to 
change over their equipment to use wheat. Shortage of 
corn for feed has ae to the demand for wheat and oats 


Prices for cotton and 








as substitutes. Food Administration officials have requisi- 
tioned stocks of old’ corn at the ceiling price of $1.07, 
promising supplementary paymenfs to farmers, should ceil- 
ings be raised before Oct. 31, provided they sell between 
July 1 and Aug. 10. With continuance of the present fa- 
vorable weather the 1943 cotton crop could top the present 
annual rate of consumption by nearly a billion bales. At 
worst, there will be no shortage next year since the U. S. 
has nearly eleven million bales in storage. Corn shortage 
has brought larger marketing of hogs at sagging prices, 
and a similar development may be expected this autumn 
in cattle when the ranges are bare of fodder. 
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1942 1943 





U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 


Date 2 Wk. Mo. 3 Mo. 6 Mo. | Yr. Dec. 6 
July 14 Ago Ago Ago Ago Ago 194! 
176.1 175.8 176.4 176.9 173.5 167.9 156.9 
167.7 167.7 167.5 168.7 164.1 163.2 157.5 
181.8 181.3 182.3 182.4 179.5 171.0 156.6 


28 Basic Commodities....... 
11 Import Commodities...... 
17 Domestic C dities.. 
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Average 1924-26 equal 100 


1943 1942 1941 1940 1939 1938 1937 
BONED - oesacescnsistonas 93.66 88.88 84.60 64.07 64.67 54.95 82.44 
RANE! Dh be sicsvoulcee coe 88.45 83.61 55.45 48.74 46.59 45.03 52.03 





Date 2 Wk. Mo. 3 Mo. 6Mo. I Yr. Dec. 6 
July 14 Ago Ago Ago Ago Ago 1941 
7 Domestic Agricultural... 209.5 209.0 208.7 209.5 198.1 183.6 163.9 
12 Foodstuffs ...............000 . 199.6 199.1 201.0 201.2 197.5 186.2 169.2 
16 Raw Industrials 160.2 160.0 159.7 160.5 157.2 155.2 148.2 














SPOT COMMODITY INDEX 
260 | MAY | JUNE JULY 
MOODY'S INVESTORS 
SERVICE INDEX 
250 
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15 Commodities, December 31, 1931, equal 100 
Copyright by Moody's Investor Service 


1943 1942 1941 1940 1939 1938 1937 
| | eee Ore oer Z49\8 7239.2 ‘219-9 718 Hz3 (52:9 228.1 
LGW a sas ccrsccepesvsassiceers 240.2 220.0 171.6 149.3 138.4 130.1 144.6 
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Higher Earnings 
in 1943 





(Continued from page 394) 


than a year ago and are now run- 
ning at about a $90 million an- 
nual rate. A peculiarity about 
the company’s performance in the 
June quarter was that pre-tax 
earnings were substantially less 
than a year ago—$1,985,000, 
against $2,498,000, a decline of 
$513,000. Yet net on the stock 
increased. How was that? An- 
swer: estimated Federal liability 
decreased by $550,000. 

General Tire & Rubber Com- 
pany, with a not too good earn- 
ings record in recent pre-war 
years, is sharing the war-time ac- 
tivity and prosperity of the indus- 
try. Thanks to the virtual dou- 
bling of dollar sales, and despite 
a more than four-fold increase in 
Federal tax liability, profit in- 
creased to $1.70 per share for six 
months ended May 31, against 
$1.09 per share for comparable 
period of 1942. 

In our next issue we shall con- 
tinue these comments on interim 
earnings, with many more reports 
available. Putting two and two 
together, on the basis of most 
fragmentary evidence at this writ- 
ing, we have an idea that average 
corporate profits for the second 
quarter may be 25 to 30 per cent 
higher than a year ago. But the 
gain will be a statistical exagger- 
ation in some part, because sec- 
ond quarter earnings last year 
were, in general, understated for 
reason of the fact that a great 
many companies make excessive 
tax accruals in guessing what the 
subsequent increase in Federal tax 
rates would be. For the first quar- 
ter, average net was about 18 per 
cent higher than a year ago. 
Partly for tax-adjustment rea- 
sons, the third and fourth quar- 
ters last year—especially the lat- 
ter—were by far the best periods. 
Thus, as compared with a year 
ago, the third quarter gain this 
year will be less than that of the 
second quarter; and the fourth 
quarter will do well to show any 
gain at all. 
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Shall you face it ALONE? 


Do the problems of post-war marketing appear too 
difficult for you to tackle without support? Perhaps 
an alliance with our client may be the solution. 


Our client, a firm with international 
reputation, manufactures machinery and 
equipment used broadly throughout In- 
dustry. They want to enter the post-war 
period in a position to approach certain 
markets with more complete lines or new 
lines. If you own a business manufactur- 
ing products used by Industry, they may 
wish to buy. 

Naturally they are interested in going 
concerns, or products, inventions and 
ideas for which there will be a post-war 
demand. Your reason for relinquishing 








WANTED 


® Oil well drilling tools and equipment 
®@ Plastics molding equipment 

@ Mining and quarrying machinery 

@ Road building equipment 

®@ Mill supply items 





Businesses, Inventions or Ideas such as: 


control may be lack of finances, insuffi- 
cient engineering or manufacturing facil- 
ities, or merely a desire to ‘“‘get your 
money out.” Our client has engaged in 
such dealings before —and the results 
have been profitable to both buyer and 
seller. 

We have been appointed to handle 
preliminary correspondence which, of 
course, will be held in strictest confi- 
dence. Address Department 241, Box 55, 
Station F, New York, N. Y. We urge your 
writing at the earliest possible date. 





TO BUY 


If you lack the money, facilities or 
desire to carry on by yourself, cor- 
respondence with us will put you 
in touch with a world-famous in- 
dustrial manufacturer, desirous to 
augment its lines. 
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How to Evaluate 
Common Stocks Today 





(Continued from page 403) 


favored by the war, yield about 
4.20%. As these stocks assume 
average peace years earnings to 
be worth only 4.75% of market 
price, the two categories of stock 
are quite close to each other. 
Nevertheless the immense pres- 
sure of new funds that is revealed 
by the low bond yields is a factor 
favoring a higher level of cap- 
italization of common stocks than 
prevailed in 1929. Then call 
money was at absurdly high 
levels. Everyone was in stocks 
and nobody had cash. As soon as 
he got money he converted it into 
equities. Today the plethora of 
savings is such that the stock 
market operates in only a corner 
of the national savings, instead of 
absorbing it all. On that basis it 
is in much less danger of a catas- 
trophe, and hence it is iustified in 
rating the insurance factor 
against disaster at less than it has 
rightly been valued at in the past. 

The only absolute test we have 
for the validity of hopes is in the 
past. We have a perfect right to 
go over the hopes and fears of 
speculators in years gone by and 
say: you expected so much and 
here is the check-up. The fact is 
that commercial profits, as a 
mass, did not rise enough in the 
period from 1929 to 1942 to jus- 
tify the payment of excessive pre- 
miums for common stocks. Many 
of them did very well, but as the 
record of chemical stocks showed, 
after a decade of invention, in- 
genuity and increased demand, 
their low yields have not been 
justified by the actual accretion 
of profits per share. On that 
basis, there is no reason to ex- 
pect that electronics, plastics, or 
synthetics, will (except for short 
booms) yield other than the av- 
erage commercial rate of profit 
as it is brought about by free 
competition. On the other hand, 
the market is justified in capital- 
izing the reduction of taxation, 
since no matter what its impact, 
it must ultimately be somewhat 
less, and the investor must also 
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add tax credits to anticipated 
company receipts. But, on a 
purely business basis, even the 
need for reconstruction and sales 
of consumer’s durable goods, to 
take two instances, have little 
proven warrant for exhibiting 
profits much above those that pre- 
vailed, as a totality, through 
1936 until 1943. On that basis, 
fifteen times proven earnings is 
ample: even that ratio does not 
allow for long waves of depres- 
sion. 

Allowance for this depression 
factor can best be understood by 
comparing the seven years’ earn- 
ings basis taken in this article 
with the earnings for twice that 
period, to wit 1929-1942 inclu- 
sive. Although this includes the 
peak profit vear of all time, 1929, 
with its $3,320 millions earned 
by its leading 700 industrial com- 
panies, the total earnings work 
out to $9,450 millions for the 
seven years 1929-1935 inclusive, 
as against $15,740 millions for the 
1936-1942 period. Hence when 
we find that 30 sample stocks are 
capitalized at 21.1 times their 
peace earnings, we can evaluate 
this by plotting the earnings for 
four years (1936-1939) against 
those for seven years (1929-1935). 


‘We find that in 1936-1939 indus- 


trial corporations earned $8,500 
millions, or a $2,125 millions an- 
nual of average in the four-year 
period whereas in the 1920-1935 
peace period, the annual average 
was merely $1,350 millions. If such 
a period were to be included, then 
the common stocks which sell at 
21.1 times earnings under favor- 
able recent peace conditions 
would be found to be selling at 
about 28 times such annual av- 
erage earnings. At that rate they 
are clearly excessive. Now while 
no provision need be made for so 
long a period of lean years, some 
thought of lowered earnings 
ought surely to enter the inves- 
tor’s calculation. It is true that 
the perspectives of post-war re- 
covery are large, but it is a wise 
man who makes some allowance 
for the unknown. Social and fiscal 
factors that are negative will rock 
a too optimistic market to its 
foundations where they would be 
easily absorbed by a market on 
a sound price basis. The British 
market, which rarely goes in for 


excessive valuation of basic indus- 
trials, also absorbs bad news with 
relative ease. 

But so long as the government 
fails to drain excess purchasing 
power, so long as it does not ob- 
tain gigantic individual subscrip- 
tions to bonds for war financing, 
so long as it pumps credit into 
the banks to obtain its long-term 
money, so long as it is hesitant in 
taxation and timid in countering 
inflation, so long will the pressure 
of funds cause stocks to be valued 
at more than 20 times proven 
earnings. The stock investor asks 
what else he can do with the 
money if it is to yield him any- 
thing at all? He would rather use 
his money to advantage with a 
view to capital appreciation in 
an age when yields are so ab- 
surdly small, and he will allow for 
the rosiest implications of post- 
war recovery based on the back- 
log of consumers’ lemand. 





Varying Outlook for 
Liquors 





(Continued from page 417) 


drastic rationing need not be re- 
sorted to. The post-war outlook, 
on the other hand, hinges largely 
on the length of the war and the 
industry’s ability to maintain 
liquor stocks. Both these factors 
will decisively govern its ability 
to return to normal merchandis- 
ing when the war is over, and with 
it the immediate post-war earn- 
ings prospects. There is, how- 
ever, an obvious interrelation, 
should the industry choose to 
forego high war-time profits by 
sharper rationing, in order to 
emerge from the war with liquor 
stocks adequate enough to miti- 
gate greatly the expected read- 
justment slump. This decision 
apparently has not as yet been 
made and perhaps never will be 
made if the trend of the war holds 
out promise of fairly early peace: 
if it should be made, it would un- 
doubtedly constitute a stabilizing 
factor in the outlook. 

Most companies, meanwhile, 
took advantage of the changed 
situation to set their financial 
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house in order. Encour aged by in- 
creasing liquidity owing to 
greatly reduced cash _ require- 
ments, leading companies have 
refunded short-term borrowings 
with long-term obligations, there- 
by materially strengthening 
working capital. Additionally, 
large cash positions were used to 
acquire important interests in the 
wine industry, affording valuable 
diversity of operations. As a 
whole, the industry will start 
post-war operations essentially 
sounder, financially, than before. 
As to liquor stocks, it appears 
that current market prices are 
fairly well discounting the longer 
term outlook, disregarding the 
excellent near-term earnings. The 
resultant high dividend yields, 
ranging from 7% to 10% with 
the exception of Schenley (8%), 
are indicative of the discretion 
with which they are viewed by in- 
vestors in spite of abnormally low 
price-earnings ratios. 





Answers to Inquiries 
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months the company had _ been 
working entirely on _ defense 
orders. The company has no 
funded debt and 324,786 shares 
of common stock of $1.00 par 
value outstanding. It earned 
$2.95 for the fiscal year ended 
November 30, 1942, as compared 
with $3.50 in the preceding year. 
These amounts exclude post-war 
refunds. For the three months 
ended February 28, 1943, the 
company showed 75 cents per 
share which is subject to renego- 
tiation of contracts, as compared 
with $1.08 in the same quarter of 
1942. The book value of the 
common stock is $15.73 per share. 
Net current assets on November 
30, 1942, amounted to $3,427,- 
561, as compared with $2,732,157 
on November 30, 1941. 
Earnings of this company were 
only fair in the pre-war years, 
and in view of the demonstrated 
inability of the company to show 
earnings gain in the war pe- 
riod, in our opinion, your funds 
could be used more productively 
elsewhere. For recommendations, 
we refer you*to recent issues of 
Tue Macazine or Watt STREET. 
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What a Treat... 
I'll save it 
for special 
occasions! 


SCHENLEY 


ROYAL RESERVE 
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Schenley Royal Reserve, 60% grain neutral spirits. Blended whiskey, 86 proof. am Distillers Corp., N.Y. C. 





United Electric Coal 


As a regular subscriber of your mag- 
azine I would appreciate you giving me 
whatever information you can on _ the 
following: What, in your opinion, are the 
dividend prospects for United Electric 
Coal Company? On basis of their estimated 
coal reserves, current debt retirement, 
current earnings, and operating expenses, 
would they be able to continue regular 
dividend payments?—T. H. W., San Diego, 
Calif. 


This company was _incor- 
porated in Delaware on August 
3, 1918. The company produces 
and markets bituminous coal 
under special trade names for 
the Chicago, St. Louis and con- 
tiguous industrial areas. The 
estimated amount of recoverable 
coal is about 78,000,000 tons 
and the company has a yearly 
mining capacity of about 3,600,- 
000 tons. Mining operations are 
exclusively by the strip method. 

Earnings from 1933 to 1940, 
inclusive, were unimpressive. 
Company’s fiscal year ends July 
31st. It earned $1.40 in 1942 
and 70 cents in 1941. For the 
first six months of fiscal year 
ending January 31, 1943, it 
showed 62 cents per share as 
compared with 88 cents for the 
same period of 1942. 

The company’s latest avail- 
able balance sheet as of July 31, 
1942, showed some improvement 
but cash amounted to only 
$174,585. Total current assets 
amounted to $1,524,774 as com- 
pared with total current liabili- 


ties of $565,170, leaving net 
current assets of $959,604 as 
compared with $754,955 on 
July 31, 1941. Income bonds 
outstanding in the amount of 
$673,000 on July 31, 1941 were 
completely liquidated in 1942 
while notes payable were reduced 
from $1,792,208 to $1,500,000. 
The book value of the common 
stock ie about $13.00 per share. 
This stock has moved up from 
a low of 51% to 84%. The com- 
pany should strengthen its cash 
position before any _ considera- 
tion is given to a dividend dis- 
tribution on this stock. If you 
are interested in income, we 
think your funds could be used 
more productively — elsewhere. 
For instance, General Baking 
selling at 814 has paid dividends 
continuously for 22 years and is 
now paying at the rate of 60 
cents yearly. Line Materials Com- 
pany selling at 914 on the New 
York Curb Exchange and paying 
at the rate of 50 cents yearly, 
also appears more attractive. The 
lowest amount this company 
earned in the years 1936 to 1939, 
inclusive, was $1.28 and the high 
in that period for $2.30 per 
share. It earned $1.82 in 1941 
and figures for 1942 have not 
been released to date but thev are 
expected to be smaller than shown 
in 1941. Sole capitalization con- 
sists of 427,232 shares of com- 
mon stock. It manufactures elec- 
tric transmission equipment. 
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should be reflected in higher 
profits, especially in the latter 
half of 1943. National Sugar Re- 
fining seems in line for real im- 
provement. Beet sugar companies 
. are in a less favorable position 
than cane producers: their farm- 
labor costs are higher than incen- 
tive payment gains can make up, 
but they can sell enough out of 
accumulated stocks to make up 
for the smaller profit margins on 
new production. 

The corn refining industry is 
working at capacity, and short of 
an uneconomic and temporary ex- 
pansion of facilities, 1943 produc- 
tion cannot differ materially from 
1942. While corn syrup has been 
employed more largely because of 
sugar substitution, this feature of 
the business may decline, but the 
continuous need of cornstarch 
production for war needs would 
balance that loss in any case. ‘The 
demand of the farm bloc for corn 
prices that rival heights of the 
first World War inflation may 
affect earnings adversely, as the 
lag in raising prices of refined 
corn and cornstarch may be suf- 
ficiently long to affect the 1943 
showing. Penick & Ford results 
may be somewhat better this year, 
owing to continued consumer de- 
mand in the South for its syrups, 
but it cannot do much. better. 
Supplies of corn may also be ra- 
tioned to the refiners. 

The miscellaneous grocery 
trade has suffered from about 
every conceivable difficulty. Cans 
have been short. Glass containers 
have been inadequate. Prices have 
been controlled. Practically the 


total production has been severely, 


rationed. Goodwill due to trade 
names, has been put into peril. 
Labor shortages have been severe 
all through the gamut of produc- 
tion and distribution, and what 
there was of it has been unskilled. 
Advertising has lost its bite. The 
net result seems to be that net 
earnings for 1943 are generally 
higher, and in the case of the 
leading companies, such as Gen- 
eral Foods and Standard Brands, 
the improvement is not slight. 
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Shortages of supply, ceiling 
prices, inadequate labor and de- 
liveries, all have not reduced net 
profits. Why then has the pessi- 
mism of most analysts been so 
completely contradicted? Will 
the counter-influences which have 
increased earnings continue 
throughout 1943? 

Increase in cereal products 
sales has been a leading compen- 
sating factor. Whatever is unra- 
tioned has expanded greatly; 
sphagetti products are leading 
lines today. Sales of frozen food 
have not only increased but there 
is reason to think that in large 
urban centers, where its distribu- 
tion is less costly, that it may be- 
come the leading form of mer- 
chandising perishable or volatile 
foods. Also the large amount 
of government business, while 
only moderately profitable, re- 
quires no selling expense and 
no credit costs. Unrationed items 
have also permitted of wider price 
margins, as the consumer thinks 
more in terms of ration stamps 
saved than of absolute money 
cost. The development of new 
“health” lines, featuring various 
vitamin constituents, have added 
to net profitable specialty sales. 
If rationing was relaxed on some 
of the canned fruit lines, it would 
result in moving the canned items 
as fast as possible, since the cost 
of raw vegetables and fruits has 
tended to be excessive, by reason 
of freedom from ration stamp 
uses. Hence the general food 
processors have more than com- 
pensated for the largest number 
of adverse influences, probably, 
that any trade has ever been 
asked to cope with. 

For the latter part of 1943, 
since the companies would already 
appear to have adapted them- 
selves, they will not suffer losses 
due to shifts of production and 
to general dislocations in policy 
such as resulted from the sudden 
introduction of price ceilings and 
the imposition of rationing and 
the deflection of demand to mili- 
tary needs. With every construc- 
tive factor stronger and with the 
negative ones either stable (and 
computable) or diminishing, it 
seems that higher earnings should 
be seen this year for the canned, 
packaged and miscellaneous food 
producing group. 
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Why No Run-Away 
Food Prices 
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and commodities. Consumers are 
spending much more money than 
in pre-war 1939, but they are 
spending a smaller, rather than a 
larger, percentage of total in- 
come. The most striking phenom- 
enon is not the increased spend- 
ing; it is the increased saving. 
Unless supremely confident of the 
basic integrity of our money, the 
people would not hoard and con- 
serve dollars to the tune of over 
$30 billions a year. 

Strong inflationary pressures 
obviously exist; and they will get 
stronger unless checked by more 
realistic and resolute Government 
action than has yet been taken. 
Since they are obvious—and thor- 
oughly advertised — I will not 
dwell on them here. Rather, let 
me call briefly to your attention 
the following anti-inflation fac- 
tors—and potentials—some op- 
erative now, some that quite 
surely will be operative in future: 


(1) The cautious, “rainy 
day” thrift of the people. They 
hope for greater economic secur- 
ity in the future and for post-war 
prosperity—but they are not 
banking on either. Their post- 
war plan is a very simple one: to 
save against post-war  contin- 
gencies. This self-restraint in 
spending—and there is no reason 
to assume it will not continue—has 
done more to keep the rise in the 
cost of living within moderate 
bounds (far more moderate than 
over an equal time span of World 
War I) than the sum total of all 
governmental controls. 


(2) With full allowance for 
the inadequacies of the Govern- 
ment’s anti-inflation policy—for 
which Congress is more to blame 
than the Administration—never- 
theless at bottom it is a policy of 
financial orthodoxy. We are pay- 
ing by far the highest taxes in our 
history, and no doubt will meet 
higher levies next year. Moreover, 
the Treasury is making strenuous 
efforts to confine borrowing so far 
as possible to savings. 
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(3) In contemplating the in- 
flation threat, surely it is neces- 
sary to make allowance for the 
possible defeat of Germany within 
a matter of months. When that 
event begins to cast its shadow, 
the grain markets will not be 
soaring; and you will see business 
men adopt a more cautious inven- 
tory policy and a show-me atti- 
tude on prices. Purchasing agents 
— and speculators — will be cal- 
culating on a decline in war or- 
ders and on increasing supplies 
of goods for civilians. In demand 
on production, it is to be doubted 
that our continuing war with 
Japan would at most require more 
than, say, one-fourth of the total 
national effort that we will be 
making by the end of this year. 
In the concluding chapter of that 
struggle, the preponderance of 
land forces is much more likely 
to be Chinese—and Russian— 
than American. 


(4) The end of the war will 
find the Goverment with a colossal 
surplus of commodities and fin- 
ished goods—in infinite variety— 
on its hands. Foods, copper, ma- 
chinery, soap, aluminum, tooth- 
brushes, steel, bedding, mag- 
nesium, raincoats, zinc, rubber, 


_ trucks, blankets, sulphuric acid, 


motors and so on. This stuff, run- 
ning into the billions, will be over- 
hanging the commercial markets. 
How it will be disposed of is con- 
jectural, and will no doubt de- 
pend on circumstances. But the 
Government’s mere ability to 
throw any part of it upon the 
markets would necessarily be a 
strongly anti-inflationary factor; 
and it could be quickly made ac- 
tually effective if the price situa- 
tion called for repression. I can 
imagine the pressure groups 
pleading that these surpluses be 
handled with care in order not to 
break the price level too severely! 
And I can predict that looming 
peace in Europe—however long 
the conflict with Japan — would 
find business men and speculators 
soberly taking these Government- 
owned surpluses of goods into 
their calculations. 


(5) What really makes your 
money valuable is not its gold 
backing—since you can’t convert 
dollars into gold anyway, and 
since you couldn’t eat nor wear, 
nor ride around on, the gold even 
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what could be done. 


portance. 


dented demands. 





o the man on the street 


who may not know... 


¢ On the shoulders of the oil industry has fallen the 
responsibility of lubricating the country’s industrial 
plants in a production program, the proportions of 
which completely outrun all pre-war conceptions of 


If one stops to consider that throughout this pro- 
gram the movement of every wheel and gear and 
the maximum efficiency of practically every manu- 
facturing operation depends on proper lubrication, 
only then does the picture stand out in its true im- 


Some companies, such as Gulf, have had a gen- 
erous share in the job that is being done. That in 
itself is incidental. The significant thing, however, 
is the fact that the oil industry, through research, 
through experience, and stimulated by the urgency 
of the task, is successfully meeting these unprece- 
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if you could get it—but the 
amount of goods and services you 
can buy with it. The greater and 
more efficient our producing ca- 
pacity, the more will a dollar buy, 
as a longer-term matter. The end 
of the war will find this country 
with both vastly enlarged and 
much more efficient resources of 
production. Therefore anv gen- 
eral price rise after the war will 
be living on borrowed time—only 
for so long as it takes industry to 
catch up with the margin of de- 
ferred civilian demands. Its speed 
in so doing may well be as surpris- 


ing to the skeptics as has been its 
performance in war production. 
Bear in mind that a sellers’ 
market is always an abnormal 
thing, usually a phenomenon of 
war-time; that a buyers’ market 
is normality. Whatever its dura- 
tion, this is only a rally in a long- 
term bear market for prices of 
commodities and finished goods; 
only a reaction in a long-term 
bull market for the purchasing 
value of the dollar. It should be 
recognized as such — without 
either belittlement or exaggera- 
tion—by sensible people. 
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TEXAS GULF SULPHUR COMPANY 


The Board of Directors has declared a dividend 
of 50 cents per share on the Company’s capital 
stock, payable September 15, 1943, to stockholders 
of record at the close of business Sentember 1, 1943. 

H. F. J. KNOBLOCH, Treasurer. 








Watch the World Go By 





(Continued from page 404) 


dummies and their estates im- 
pounded in neutral countries so 
that when the war ends, shadow 
German nominees can confiscate 
their property should they reveal 
the real buyer back of their nom- 
inal title. 

Not only is every country’s 
production distorted in such a 
way that it can either serve Ger- 
many or cost billions in recon- 
struction for other ends, but th¢ 
Germans have deprived every 
country of the liquid funds for 
attempting such reconstructions. 
These architects of ruin have not 
only contrived the plunder of 
peoples, they have not only made 
their normal recovery next to im- 
possible but they have deprived 
them of any means of even at- 
tempting this reorganization to a 
normal economy. Even if Belgian 
factories are to be restored to 
their veritable owners, now so 
valiantly struggling abroad for 
freedom, these owners, with their 
surplus machinery restored, and 
with its utility apparent only for 
German consumption, will seek 
credits for retooling and new 
equipment and will find that such 
funds can be accumulated only 
out of a generation of savings. 

True, countries such as Belg- 
ium have ample gold reserves and 
deposits abroad and have retained 
their productive Congo colony 
and thus they are in the most 
favored position. But the Dutch 
have lost their empire: its restora- 
tion is not assured in the older 
form which would yield the same 
tvpe of income, even if a certain 
shadowy political control] is re- 
tained. Their factories, built for 
export, are today in poor posi- 
tion to produce their historic 
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goods for their old clients. As to 
Poland, the entire factory system 
that existed in 1939, especially 
the textile works of Lodz, are 
irremediably altered. The Rus- 
sian situation is rather different: 
there can be little doubt that the 
retreating Germans will gut that 
property, if they can, since there 
is no hope of commercial inter- 
linking there, once the defeat is 
accomplished. But it will strain 
Russian economy for a decade 
and injure the possibilities of the 
once wealthy Ukraine for aiding 
in European recovery. As to the 
Balkans there is nothing non- 
German left there: every vestige 
of their production is tied to Ger- 
man needs. To restore their ex- 
port position, and yet leave out 
the German market, would doom 
their possibilities of ever acquir- 
ing outside resources and leave 
them perhaps to face literal star- 
vation. The Nazi has calculated 
that if he could not win the war, 
he would at least make it profit- 
able to pay Germany ransom once 
his scourge had passed. 

He has been too clever by half. 
The aid of exiled German bank- 
ing experts, who know German 
holding companies of the State- 
controlled variety, can be relied 
on to get rid of the juridical 
superstructure of German dom- 
ination. Perhaps the physical 
German plunder, when restored, 
can be used as a_ bludgeoning 
weapon to make them disgorge 
their secret interest in neutral 
trusts and holding companies. 
Perhaps the use of excess “occu- 
pation marks” can be turned 
against these clever assasins and 
thieves, so that title to their in- 
ternal property passes to the 
Allies by exactly the mechanisms 
they have perfected. The best 
possible policy, in terms of Ger- 
man law itself, would be to repro- 
duce within Germany, every trick 
and scheme they have imposed on 
others, without even a minimal 
variation. It should result in their 
losing their equities steadily, and 
yet they could not whimper as 
they did after the reparations im- 
posed at Versailles. 

There would be no question 
here of external transfer: they 
would lose right and title to their 
own property internally. Also the 
vhysical restoration of everything 
thev have taken, locomotives, ma- 


chinery, oil, metals, shipping, 
down to etchings and first edi- 
tions, would deprive them of the 
capital with which to resist. With 
the Germans impoverished and 
condemned by their own juris- 
prudence, the Allies could then 
utilize the relations the Nazis 
have set up for the unification of 
Europe under slaveholders into 
the unification of Europe for the 
welfare of the plundered. The 
Ruhr and the Silesian and Saxon 
industry would continue to work 
steadily: their productivity would 
be linked with that of the re- 
deemed Allies as it is today, but it 
would serve the liberated peoples 
and not their oppressors. 


The immense industrial wealth 
of Germany, second only to the 
United States, cannot be de- 
stroyed without permanently im- 
poverishing mankind. What is 
required is the dispossessing of 
the entire crowd of German in- 
dustrialists, whose ambitions have 
brought about the war, and the 
very property taken from them 
should continue to be utilized for 
peaceful instead of martial ends. 
That, plus the distribution of 
land-ownership, as was accom- 
plished in Czechoslovakia by 
Masaryk, will, of itself help 
democratize Germany gradually, 
since every single element that 
had militarized the Germans will 
then have been expropriated. In 
this way private enterprise could 
remain in Germany, though 
largely owned by the Allies. Its 
people would be deprived of the 
means of resistance and yet the 
whole involvement of Europe 
which they planned as blackmail 
could work for international re- 
covery. The Treasury estimates 
and analyses, by dealing with the 
reality created by years of Nazi 
scheming, indicates that some 
such constructive policy will be 
followed by us instead of the 
mere lavish distribution of credits 
such as we blindly pursued after 
the last war. 

That thoughtless credit policy 
increased Germany’s already ex- 
cessive industrial capacity, and 
thus aggravated her competitive 
menace to the exports of the 
Allies. To obtain needed markets, 
Germany relied on rearmament 
and conquest. We cannot again 
be so shortsighted. 
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Oils in War and Peace 





(Continued from page 415) 


100-octane plants is not known, it 
must be assumed that it is very 
considerable. The plan for pro- 
ducing 100-octane gasoline is car- 
ried out by 57 refineries owned 
or operated by 22 major oil com- 
panies and 35 smaller units. It 
is expected that production in 
1943 will reach 350,000 barrels 
daily which would offset from one- 
third to one-half the curtailment 
of civilian consumption of motor 
fuel. Yet it is believed that there 
is little danger of physical over- 
extension, measured by potential 
post-war demand. In addition, the 
exigencies of war most likely re- 
sulted in an improvement of the 
balance of the capital investments 
in the various departments of the 
industry. These factors, coupled 
with the relatively minor incidence 
of wages, are protection against 
an inflated cost structure and in 
conjunction with the stability and 
diversity of demands assure a rel- 
atively easy transition to peace- 
time operations. 

Equally, if not more important, 

has become the rapid develop- 
ment of our synthetic rubber in- 
dustry, already briefly referred to. 
If carried out according to plans, 
it should furnish an increasingly 
valuable outlet for the products 
of the oil industry. The program 
envisages an eventual annual pro- 
duction of 850,000 tons of syn- 
thetic rubber and this year’s goal, 
well within reach, has been set at 
275,000 tons. Since the bulk of 
output is to consist of Buna-S and 
Butyl rubber—based on the raw 
materials butadiene, styrene and 
butyl produced from petroleum— 
its importance to the oil industry 
need hardly be emphasized. Es- 
pecially in the South where many 
of the new rubber plants are lo- 
cated, the oil industry should vast- 
ly benefit. Humble Oil, Phillips 
Petroleum and Sinclair Refining 
are the principal suppliers of 
Butadiene for the huge southern 
synthetic rubber plants operated 
by Goodrich, Goodyear, Firestone 
and General Latex and Chemical 


JULY 24, 1943 


Co. All together fifteen oil com- 
panies participate in the program 
with a contemplated output of 
150,000 tons of butadiene annu- 
ally; they include additionally 
Atlantic Refining, Cities Service, 
Gulf Oil, Pure Oil, Richfield Oil, 
Shell Union Oil, Socony-Vacuum 
and the Standard Oil Companies 
of New Jersey, Indiana and Lou- 
isiana. For the duration of the 
war, they should reap material 
benefits, however, post-war pros- 
pect of the synthetic rubber in- 
dustry — almost wholly Govern- 
ment financed—is still obscure. Its 
fate will largely hinge on price 
relationships between natural rub- 
ber and the synthetic product, 
plus the political factor inherent 
in the existence of such a huge 
Government investment. However, 
few at present are prepared to 
reconcile themselves to the entire 
disappearance of the new indus- 
try. It no doubt will find its niche 
in the post-war world although 
perhaps of much smaller stature. 

In reviewing the outlook pic- 
ture, it may be said that over the 
nearer term, the industry seems 
assured of stable or even ascending 
earnings, the latter depending on 
the degree of participation in spe- 
cialized production for war pur- 
poses with its higher profit mar- 
gins. Producing companies as well 
as the integrated units of the in- 
dustry should reflect the steadily 
mounting demand for military and 
essential civilian uses, gradually 
offsetting earningswise, curtail- 
ment of civilian markets. Those 
primarily active in petroleum re- 
fining have most felt the effects of 
rationing; while full recovery to 
their former earnings levels can- 
not be expected, the loss of civil- 
ian business should be increasing- 
ly balanced by expansion of avia- 
tion gasoline output. 

Though rejected for the mo- 
ment, the demand for higher 
crude oil prices may be expected 
to be renewed with redoubled per- 
sistence; should higher prices be 
eventually granted, which is by 
no means improbable, it would 
greatly enhance the earnings out- 
look of all branches of the indus- 
try. Earnings of most units, then, 
should closely approach if not ex- 
ceed 1941 levels. 

Generally speaking, results for 
the remainder of the active war 
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period should vary little from 
those realized during the second 
haif of this year, barring impor- 
tant influences not now foreseen. 
The reason is obvious. The indus- 
try, by the end of this year, will 
have become fairly well settled in 
its pattern for war production. 
On the basis of existing capacity, 
both in the crude and refinery 
field, the maximum potential is 
very nearly reached and there is 
relatively little margin left for ex- 
pansion beyond present produc- 
tion schedules. Also, curtailment 
of civilian requirements is near 
the maximum at present regarded 
feasible without injury to our war 
effort. With the exception of the 
aviation gasoline program which 
has yet to reach its maximum goal, 
operations of the oil industry have 
thus become very nearly static... 
at the highest level in its history. 
This, of course, refers to over-all 
production ; the drastic disparities 
in the output of the various oil 
products forced by war require- 
ments do not change this total 
picture. 

The petroleum industry is one 
of the few whose products are 
likely to be in equally great de- 
mand both during and after the 
war. Unquestionably there will be 
a great revival of demand from 
the civilian population, now se- 
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verely rationed. Civilian and com- 
mercial aviation, slated for a tre- 
mendous expansion when the war 
is over, offers another outlet to re- 
place declining military demand. 
In addition, our synthetic indus- 
tries, notably the synthetic rub- 
ber and plastics industries, will 
continue to be heavy consumers 
of petroleum and its products. 
With price controls removed after 
the war, crude and refined prices 
are bound to rise. Should there 
be a substantial advance in com- 
modity prices generally, oil prices 
are likely to forge ahead even 
more, reflecting trends earlier de- 
scribed and now building up with- 
in the industry. The factor of 
dwindling oil reserves alone, un- 
less counteracted by vast new dis- 
coveries, should importantly influ- 
ence the future price development 
and earningswise at least offset 
the normally price-depressing ef- 
fects of ever-growing technologi- 
cal efficiency of the industry. 
Thus from an investment stand- 
point, sound oil equities offer dis- 
tinct advantages, quite apart from 
their attraction as an inflation 
hedge. Their current market price 
and small yields confirm this view. 
Progress within the industry it- 
self will of course not be uniform. 
There exist important differen- 
tials between the various com- 
panies which are likely to have 
considerable bearing on their fu- 
ture. Apart from the all-impor- 
tant factor of oil reserves, plant 
capacity and research activity are 
important determinants of future 
prospects. Clearly, companies with 
modern plants and an active re- 
search staff are most likely to 
adapt themselves to, and profit 
from, the opportunities created 
by technological advances. Other 
things being equal, their earning 
power should be superior to that 
of less progressive companies. In 
the matter of research. for in- 
stance, Standard Oil of New Jer- 
sey, and Gulf Oil and Shell ap- 
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pear ahead of the rest of the field. 
Regarding crude oil reserves, as far 
as they are known, Standard Oil 
of California, Humble Oil, Gulf 
Oil, Amerada, Sun Oil, Stand- 
ard Oil of New Jersey and Ohio 
Oil appear to have the edge on 
most others. Calculated in rela- 
tion to capital invested, Pure Oil, 
Ohio Oil, Superior Oil, Skelly Oil, 
Sinclair Oil and a few others ap- 
pear to be in the most favorable 
position, by virtue of their smaller 
capitalization. In respect to plant 
capacity, the large and well- 
known companies are, of course, 
leading; as to plant moderniza- 
tion, there is little doubt that as a 
result of their war experience, 
most units of the industry have 
made considerable progress. 

Financially, the industry should 
emerge soundly from the war 
period; in fact, its relative stabil- 
ity of earnings due to war-time 
factors contrasts sharply with the 
extreme cyclical swings character- 
istic of pre-war years. Financially 
as well as technically, it should en- 
ter the post-war era in excellent 
shape. 





Secondary Stocks 
vs. Leaders 
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ership should veer more decisively 
in the direction of the higher- 
priced group. 

In many instances this would 
mean a return to a far more nor- 
mal price relationship affording 
a sounder basis for future market 
progress. 

In most cases price of the more 
speculative stocks are not yet in 
extremely high ratio to prices of 
the “leader” stocks in the same 
industries. The future tendency 
in this respect, however, will bear 
close watching for evidence of 
serious deterioration in the mar- 
ket’s technical structure. Where 
present ratios are above those at 
the 1937 high, there may, of 
course, be valid individual rea- 
sons for such exceptions — but 
they should not be accepted on 
faith and hope alone. They at 
least raise a question whether the 
buyer is getting a bargain. 
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Coming Revival of 
Private Financing 





(Continued from page 397) 


association has surveyed capital 
needs, especialy the urgent ones 
during the transition from peace 
and war and has decided that the 
choice is either an undue exten- 
sion of governmental interver.tion 
or a vigorous campaign to enlist 
the national savings by way of 
public issues. Certainly the first 
task must be to take. care of the 
short-term debt contracted by so 
many corporations during the 
war, which can easily be absorbed 
by capital issues enjoying a 
longer maturity or by equity 
finance where the earning power 
is assured to take care of that 
equity as a dividend payer. For 
the investment banker, as in 1919, 
faces a war public, one that has 
learned the value of savings 
through war stamps and bonds. 
The Liberty Bond buying of the 
1917-1919 period brought the 
idea of owning a security home to 
about ten million persons who had 
never held one before. The small 
bond drive was the foundation for 
public response to new financing. 
In this war the subscriptions of 
the public are estimated to repre- 
sent over 50 millions of individual 
buyers. Treasury campaigns 
have reached practically the en- 
tire gainfully employed popula- 
tion, and, unlike the last war, even 
the military and naval personnel 
invest largely in bonds. Hence, 
the same impetus, increased five- 
fold, exists. The savings of the 
people are also in a new dimen- 
sion compared to the First World 
War. They are excessive in pro- 
portion to corporate capital 
needs and form a larger reservoir 
as against those needs than did 
the national savings of 1919. 
The refunding of the vast gov- 
ernment debt is envisaged as a 
first operation. There are few 
who do not see the possibilities of 
turning short-term debt into long- 
term, or still better, the conver- 
sion of maturity debts into a rente 
or perpetual debt. It is an axiom 
of banking that the successfu! 
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conversion of government debt has 
always been the prelude to a great 
epoch of investment. This was 
true in the Specie Redemption 
precedent of 1879, the Hamil- 
tonian consolidation of 1791, the 
Mellon fundings and retirements 
of 1921 onwards, the British 
boom after Goschen’s conversion 
in 1887, the British market boom 
after the Chamberlain conver- 
sion of 1932, the French boom 
after the Thiers consolidation of 
the indemnity debt of 1873. 
Hence, to meet the unprecedented 
demand of industries for working 
capital, due to war depletions and 
take care of the interim pending 
release of government owned 
properties and their segregation, 
an immediate private financing 
program is called for. One of the 
fundamentals that must be han- 
dled at once on the conclusion of 
hostilities is the reconciliation of 
a probable excess of fixed capital 
with a probable shortage of cir- 
culating capital, so far as most of 
the medium-sized war-converted 
plants are concerned. A far- 
reaching financing program, by 
assuring a speedy conversion to 
civilian requirements, through 
providing circulating capital, 
will, by reason of the economic 
activity it creates, largely reduce 
the problem of surplus fixed 
capital. 

It is estimated that new capital 
demands for the next ten years 
cannot be less than five billions 
a year, which is a billion less per 
annum than was the case in the 
Twenties. As against the trickle 
of 800 millions a year since 1930, 
it calls for a sixfold expansion. 
The bankers feel that plans must 
be made, concretely, right now 
for otherwise the excess national 
savings will go into a_ great 
spending spree on consumer’s 
durable goods and other forms of 
pent up demand. This demand 
will excite production for a year 
or two but it is not self-generat- 
ing: once exhausted we face a new 
recession. If, however, these sav- 
ings re-equip our corporations 
with working capital, the result- 
ing employment is soundly based 
and the consequent demand for 
durable goods made by factories 
in this healthy condition, will 
assure a far longer run for pros- 
perous business. 
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It is assumed that the rails 
alone will have to borrow $600 
millions a year for new locomo- 
tives and equipment, and of this 
that $400 millions will have to 
come from the public, leaving 
$200 millions for private financ- 
ing or out of the reserves the 
companies have built up in the 
war. The obvious desire of the 
railroads to get rid of their fixed 
interest burden, as shown by their 
debt retirement, indicates that for 
the first time in fifteen years we 
are going to see new railroad 
stock issues on a sizable scale. 

The investment banking fra- 
ternity have suggested that the 
government give some clear in- 
dications of policy in respect of 
its plant and equipment invest- 
ment so that financing plans may 
be elaborated for the acquisition 
by or separation of this capital 
from privately owned capital. 
This acquisition policy must allow 
the buyer time to acquire funds 
for retooling and for building up 
inventories. The amassing of 
adequate cash reserves to expand 
business must, of course, precede 
the repayment of large sums to 





the government for properties ac- 
quired therefrom. If this policy 
is soon made clear, investment 
banking will be ready, im- 
mediately, to take up the direc- 
tion of national savings into the 
purchase of new issues. 

Above all, what the security 
markets need is the adventurous 
feeling that there are hundreds of 
new products and new companies 
in whose early growth the fore- 
sighted investor may participate 
far more largely than he can in 
any giant old established enter- 
prise whose profits are more con- 
tinuous than spectacular. For a 
hundred years the New York 
Stock Exchange was crowded 
with new rails, utilities and indus- 
tries. The list doubled and 
trebled with every generation. 
Today we have seen this program 
arrested: the speculative enthu- 
siasm that occasionally appears 
thus puts excessive premiums on 
low-priced old timers in the mar- 
ket in hope that there is life in the 
old dog yet. It would be more 
constructive if that need satisfied 
itself by aiding the new manage- 
ments springing up everywhere in 
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this war period: the ingenious 
subcontractors, the sound but 
daring initiators. The revival of 
capitalism is always dependent on 
that factor. The really impres- 
sive optimism of the investment 
bankers as to their function in 
recreating American risk-capital 
and in restimulating that source 
of all profits, the hope of gain 
from new interventions of capital, 
should serve to dissipate some of 
the doubts that must arise when 
the immensity of post-war prob- 
lems is seen to rest on that type of 
government planning which has 
utilized the past resources of en- 
terprise without creating any new 
profits of its own. 





France Must Remain the 
Bastion of Democracy 





(Continued from page 389) 


ed them far worse than they were 
treated by Daladier after the 
Pact, did they begin to make a 
feeble show of resistance — but 
only for their own protection. 
They still were not for the war, 
because Russia was on a friendly 
basis with the Nazis, and Stalin 
was backing up Hitler every- 
where. 

Communist activity in France, 
by some strange coincidence, be- 
came enthusiastic only on June 
22nd, 1941, the day Russia was 
invaded. Suddenly the war was 
no longer “imperialist.” Suddenly 
it had ““‘changed character” ac- 
cording to their underground 
publications. Suddenly the “An- 
glo-French warmongers” became 
“democratic allies,” and the Com- 
munists took on an increasing 
role in the French underground. 
But since they were not in it when 
Russia was neutral, it is clear 
that that they are the representa- 
tives of Russia and not of France: 
that the interest they take in 
French resistance is directed at a 
close alignment with Russia at 
the very least, and identification 
with Russia at the very most. 

That they are so powerful in 
de Gaullist circles, and that de 
Gaulle is a hero of the Moscow 
press and is their pet, are serious 
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indications. If they now control 
that section of the underground 
that is identified with him, then 
our State Department has a per- 
fect right to differentiate between 
France and the other occupied 
nations. In the case of the other 
countries, the political affiliations 
of the present ministries roughly 
correspond to the party line-ups 
at their last elections: — but in 
France the last elections showed 
that the Communists numbered 
only 17 to 18% of the people. Of 
these about a tenth dissented at 
the time of the pact, so that we 
may put the Moscow faithful at 
no more than 16% of the French. 
The Socialists and Radicals un- 
der Blum and Daladier disasso- 
ciated themselves from any “Pop- 
ular Front” with them as it be- 
came clear that they were not 
governed exclusively bv national 
considerations. 

Hence the President refuses 
recognition to a government so 
constituted that it can be made 
the vehicle for a sixth of the 
French people at most and that 
sixth the ones who were least in- 
clined to aid their country when 
its policy did not suit Russian ob- 
jectives. The so-called formal 
“discrepancy” of the President’s 
policy is based on that over- 
shadowing reality which gives 
political forms their meaning. 

Thus the operations in Sicily 
mark a new stage in the war. It 
is evidently not the kind of a 
front Stalin wants for Moscow 
has played down our Sicilian cam- 
paign, relegating news to inside 
pages of the press—and in small 
space. Stalin fears that our plans 
are directed toward the occupa- 
tion of Berlin before the Russians 
can take that city, or, failing that 
to compel the surrender, uncondi- 
tionally, of Germany to the demo- 
cratic commonwealths so that 
Europe might come under liberal 
influence and not be again wedded 
to totalitarianism. 

And Stalin, having seen that 
possibility, has transferred Rus- 
sian subversive activities to 
French Africa—with the throttle 
of his propaganda machine wide 
open. Once France is in their 
control, or so much within their 
political veto that it must be as- 
sociated with them, even the sur- 
render of Germany to the Allies 
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is very much modified and per- 
haps even nullified. Thus the in- 
vasion of Sicily by presaging the 
early collapse of Italy and per- 
mitting the easy entry of ow 
troops into Italian-held Southern 
France (almost up to Lyons) 
would defeat this trick. When the 
solid French peasantry, the small 
business man who abounds in 
France, the litle artisan and the 
people of small savings and prop- 
erty generally, vote, and a free 
election is held, it can safely be 
predicted that the best the Com- 
munists could do would be to poll 
a fifth, even allowing for Russian 
prestige due to her tremendous 
war effort. 

Therefore the Sicilian invasion 
and the President’s prophetic 
policy are seen as two aspects of 
the new moves we are compelled 
to make to safeguard democratic 
expression in Europe. It is not 
enough that Germany is not con- 
quered by other totalitarians of 
another hue, but that the whole 
of Central and Western Europe 
can be permitted to vote its way 
to freedom instead of being 
maneuvered into subjugation to 
the Russian power. 

It is often said that we ought 
not to criticize Russia at this 
juncture for she is our ally and 
we should do nothing to diminish 
the enthusiasm of Russian collab- 
oration. Yet, Russia through- 
out the alliance, has not hesitated 
to criticize us and express her 
displeasure, when she so desired, 
plainly indicating that she does 
not see the utility of a hush-hush 
policy. 

It is clear Stalin is a realist. 
He has shown that he has nothing 
but contempt for any nation or 
individual whose policy does not 
conform to vital interests. He 
would think us less than fools if 
we failed to stand up for our 
rights and our interests. 

Stalin has not kept secret the 
fact that first and foremost he is 
working for the success of Russia, 
as a totalitarian state under his 
control. He, of course, under- 
stands that we should be working 
for democracy, especially when 
he knows that we have not the 
slightest intention of interfering 
with the internal government of 
Russia, nor would we even seek to 
influence the Russian people as to 
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287% Points Profit—Only 7% Points Loss 


These profits have been made available in the past 
seven and one-half months . . . through our definite 
recommendations. They show the results of conducting 
an active yet conservative investment and market pro- 
gram through Forecast Service . . . being advised at 
all times what and when to buy and when to sell . . . 
with all securities kept under our careful and con- 
tinuous supervision. 


You would never be in doubt as to what action to 
take. The Forecast is most practical . . . rendered 
entirely in your interests. It provides a complete, well- 
rounded service uncovering securities for profit; and 
for income and profit as shown by the following: 


PROFITS FROM INDIVIDUAL 
RECOMMENDATIONS 


—For The Short Term 


—Low-Price Opportunities | —Dynamic Special Situations 


Points 

Profit Profit 

Int'l. Tel. & Tel..... 100% Pan American Airways 11% 

Eng. Pub. Service.... 49% Lima Locomotive .... 7% 

Studebaker ......... 32% Spicer Mfg. ........ 6% 

Minn. Moline Power. 31%  G. W. Helme........ 5% 
Warner Bros, ....... 30% Amer. Tobacco B.... 5 


—For The Longer Term 


-Low-Priced Situations -—Investment Recommendations 


Points 

Profit Profit 

Consolidated Oil .... 59% Reading ‘‘A” 4%4s, ’97 16% 
New York Central... 45% Western Union 5s ’51 14 

Burroughs Add. Mach. 43% Nash C. & St. L. 4s,’78. 10% 

United Gas Improv... 40% Am. Locomotive 7% pf. 10% 
Brooklyn Union Gas.. 40% Atchison 5% pf...... 10 


Our analysts are constantly searching for special sit- 
uations in sound securities which should do much 
better than the market. The issues in the best position 
are then recommended at what we consider the most 
opportune buying levels. 


at Chance Offer! 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street, 90 Broad Street, New York 


As the new recovery phase gets under way, you can 
be in a position to capitalize on it. The Forecast can 
help you now in having your 1943 profits keep pace 
with the exceptional possibilities for capital growth 
open in a bull market. With its experienced counsel, 
you can take steps at all times: |. To concentrate in 
favorably situated securities; 2. To employ your capital 
to the best advantage. 


Potential leaders in the coming move have already 
been selected .. . after careful research into the 
basic prospects of the companies and industries . 
after a thorough weighing of the technical market 
position of the securities. 


YOU CAN PROFIT FROM THESE SECURITIES 


TO BE BOUGHT ON RECESSIONS 
—For The Short Term 
5, Low-Priced Opportu- 


nities . . . averaging 
under 10. Stocks, intrinsi- 
cally sound, selling in a 
low price range. Emphasis 
on leverage and high per- 
centage gains. 


5 Dynamic Special Sit- 

uations . . . averaging 
under 27. Active specula- 
tions checked for funda- 
mental strength. In good 
position for market appre- 
ciation. 


—For The Longer Term 


5 Low-Priced Situations 5 Investment Recom- 


for Capital Building mendations for Income 
. averaging under 14. and profit . . . averaging 
Low-priced common stocks under 64... yield 5.8%. 


Common stocks, preferred 
stocks and bonds for an 
investment backlog. 


representing growth com- 
panies selected for capital 
enhancement. 


Immediately on receipt of your enrollment, these new 
recommendations will be sent to you and should bring 
profits of many times our moderate fee. They are not 
a special report, but the type of service you will re- 
ceive regularly. 


7-24 


I enclose [1] $40 for 6 months’ subscription; [) $75 for a year’s subscription. 


0) Telegraph me collect in anticipation of 
important market turning points . . . when 
to buy and when to sell. 
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Subscriptions to Forecast Service 
are deductible for tax purposes. 
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Your subscription shall not be assigned at 
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List up to 12 of your securities for our 
initial report. 
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their choice of government. He 
knows that we are aware that it is 
against our interest to see Europe 
have Communism imposed upon 
it. While he doesn’t like it—and 
wants to circumvent it—he under- 
stands fully why it is essential 
that France remain the bastion of 
democracy. 





For Profit and Income 





(Continued from page 423) 


$94.5 millions. Here is one in- 
stance in which the blame for 
lower profit can not be put on 
taxes. Because of reduced pre- 
tax earnings, taxes fell by about 
$13 million from the prior fiscal 
year. Other things being any- 
where near equal, we are old- 
fashioned enough to prefer in- 
vestment in companies able to fig- 
ure their profits with reasonable 
certainty and whose net income 
goes up, rather than down, as 
sales volume increases. 
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So They Say— 


Bendix Aviation has been con- 
fined to about a 4-point range 
since last February and has yet to 
top mid-April high of 39%. Accu- 
mulation or distribution? Time 
will tell. . . . Talk of declining 
crude oil reserves in this country 
has greatly increased speculative 
interest in South American oils. 
Creole Petroleum is regarded as 
one of the more interesting. .. . 
Chart of the aircraft manufac- 
turing group shows a long line 
of “descending tops,” suggesting 
that the game of guessing a spec- 
ulative buying point at a sold- 
out level is a rather risky one. ... 
Meat packing stocks hold close to 
their highs. Over-supply of meat 
animals in growers’ hands prom- 
ises large volume of slaughtering 
operations, but profit margins 
may or may not be “adequate.” 
The Government is “talking” of 
buying all the marketable supply 
on the hoof, paying packers “a 
certain margin” for processing it 
. . . Pullman has a notoriously 
strong financial position, a better 


and more stable earnings outlook 
for post-war than most in the rail 
equipment field, and yields about 
8 per cent dividend return 
present price. . . . It is too early 
yet for accurate measurement of 
the effects of the 20 per cent 
withholding tax on retail trad 
but action of merchandising 
stocks indicates scant investoril 
worry on that score. . . . Utilities 
are regarded as offering one off™ 
the most fool-proof stakes ing 
peace and post-war potentials oni 
the basis of assured volume, somef™ 
eventual degree of tax relief 
probability of more conservative 
political environment after the 
war. Despite substantial rise this 
year, selective yields are still 
pretty good. . . . Air transport 
stocks are discounting nearby 
earings and longer-range pros- 
pects with considerable gener- 
osity, if not imagination. 


Rail Equipments 


In recent weeks, both during 
periods of advance and recession 
in the averages, rail equipments 
have been acting much _ better 
than rails. In one respect this is 
curious. Post-war prospects for 
the rail equipments obviously 
depend mainly on post-war pros- 
pects for rail earning power and 
spending ability. But the tem- 
porary divergence is not so sur- 
prising when the technical back- 
ground is taken into account. 
Many of the rails, especially 
lower-price issues, had doubled in 
price this year alone and a rather 
large public speculative position 
had been built up in them. In 
contrast, rail equipments at no 
time attracted any large public 
following. On _ balance, recent 
buying of rail equipments no 
doubt has been of better “qual- 
ity” than recent selling of rails. 


Airlines Earnings 


The remarkable increase in the 
earnings of the various airlines in 
the first quarter of this year is ex- 
plained largely by the more effi- 
cient use of less equipment. Costs 
have declined and the use of the 
few available planes has been 
more intense. The leverage in 
airlines earnings always seems to 
be in full use of equipment. 
The airlines can be subject to 
government profit reductions. 
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